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MUTUAL SECURITY ACT OF 1958 





FRIDAY, MARCH 7, 1958 


Hovusr or REPRESENTATIVES, 
COMMITTEE ON FOREIGN Arrarrs, 


Washington, D. C. 


The committee met, in executive session at 10:30 a. m., room G-3, 
United States Capitol, Washington, D. C., Hon. A. S. J. Carnahan, 
presiding. 

Mr. CarNaHan (presiding). The committee will come to order. 

This morning we have three witnesses. We shall attempt to permit 
the witnesses to make their presentations uninterrupted and then 
question the three witnesses together. 

Our first witness is William M. Rountree, Assistant Secretary of 
State for Near Eastern, South Asian, and African Affairs. Mr. 
Secretary, you may proceed. 


STATEMENT OF HON. WILLIAM M. ROUNTREE, ASSISTANT SECRE- 
TARY OF STATE FOR NEAR EASTERN, SOUTH ASIAN, AND 
AFRICAN AFFAIRS 


Mr. Rounrren. Thank you, Mr. Chairman. 

Mr. ¢ ‘hairman and members of the committee, I am glad to come 
before you again in support of the mutual security program as an in- 
dispensable instrument in furthering United States foreign policy 
objectives in the Near East and South Asia. 

My colleagues from the ICA and the Department of Defense will 
deal with particulars of the economic and military problems of the 
area and with our plans in the mutual security program. With your 
pérmission, I would like to discuss general developments in the area 
during the past year, their impact on our objectives, and their relation 
to the mutual security program which is before you. 

In the world today there is, of course, no sector which is not impor- 
tant to us. The Near East ‘and South Asia, however, is an area in 
which we have a particular concern. It is an area upon which the 
Soviet Union has recently focused extraordinary attention, although 
for many years domination of this part of the world has been a prime 
objective of czarist, and more recently Communist Russia. 

Ancient crossroads lie here—traversed by modern air travel—com- 
prising land and water routes which carry ‘trade and offer convenient 
invasion roads for potential aggressors. The area’s resources, particu- 
larly oil, are vital to the free world. Indeed, the free nations of the 
area have important established trade relations which are based upon 
mutual benefit and which are of very great importance to all of us. 
Many products of these lands are bought by the rest of the free 
world. Trade is slowly rising and will continue to rise as these 
nations further develop their economies and productive skills. 
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The peace and security of the area, and of the world, will be en- 
dangered unless the peoples have hope of achieving their aspirations 
for security and economic progress. The nations of the Near East 
and South Asia continue to need substantial assistance in the achieve- 
ment of these aspirations. 

There could be no question as to the continuing importance of the 
Near East and South Asia to United States interests. Stated simply, 
the principal American objective in this area is to assist the countries 
to maintain their political independence and territorial integrity, and 
to achieve a steady development commensurate with each nation’s 
human and material resources and capacity. We believe that so long 
as we are able to deal with free and independent countries in this 
vital part of the world there will flow from that relationship our other 
objectives, such as trade based upon mutual benefits and access to 
routes of transportation vital to free world welfare and security. 

It is this belief that can be demonstrated to the peoples of the area 
as the major difference between ourselves and international com- 
munism. International communism has shown that it can never 
remain long content to deal with other peoples on a basis of sovereign 
equality. This process of demonstration is not easy in an area 
troubled by poverty and insecurity. 

We can, however, move forward i in our endeavors in the confident 
belief in a growing awareness in the Near East and South Asia in the 
interdependence of free peoples everywhere. Deeds as well as words 
are required and it is here that the mutual security program is a 
principal instrument. 

The nations of the Near East and South Asia differ greatly from 
each other, but many have common problems. Most are undergoing 
profound changes. All are seeking to develop their economies and to 
achieve better lives for their people. Political instability, impatience, 
emotionalism, and extreme sensitivity are encountered in some of the 
nations. Nationalism is strong, and sometimes reaches excesses. 

There are several significant points that should be made concern- 
ing the past year’s events in the Near East and South Asia: The Sino- 
Soviet bloc campaign of expansion through means other than overt 
aggression proceeded apace and with success in some countries in ex- 
panding Communist influence; major new moves toward the area 
dream of Arab unity took place; progress was made in meeting the 
need for economic development and collective security in some of the 
countries, thus achieving free world objectives; the basic intra-area 
problems remained unresolved, although progress was made in some 
instances. 

In the recent past, Communist efforts rolled into high gear in the 
area. This part of the world is becoming a major battlefield in the 
cold war. Thwarted in any possibility of realizing historical Middle 
East expansionist desires through overt action, the Sino-Soviet bloc 
stepped up its efforts through other techniques. 

It now softly woos these nations with deliveries of arms and promises 
of credits and trade. Some nations in the area have accepted large- 
scale assistance and trade with the Communist nations and thus have 
become involved to a dangerous degree. They have felt that goods, 
equipment, and commodities from Communist sources can help them 
develop and grow strong, and have accepted the risks of domination 
and subversion. 
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Offers of assistance, ostensibly without strings, are appealing. Yet 
the fact of the matter is that the strings to Soviet bloc aid are all too 
real. The price is twofold—the tying of future trade to restricted 
markets, and the immediate dangers from the presence of large num- 
bers of Communist personnel in the recipient countries. 

Further, while protesting its regard for all underdeveloped peoples, 
the bloc’s programs are in fact highly selective, in contrast to United 
States assistance programs which are designed to strengthen many 
countries throughout the free world. 

I have mentioned steps toward Arab unity. In February, Egypt 
and Syria announced the formation of the United Arab Republic. 
Jordan in the past year has faced up successfully to heavy pressure 
from international communism and other disruptive elements. 

Our assistance along with that of other free world friends has been 
a significant factor. “Jordan has now joined with Iraq to form a 
second new grouping. These moves are consistent not only with 
Arab nationalistic aspirations but their desire for greater strength 
and development. With these desires we can sympathize. It is 
yet too early to evaluate fully the implications of these moves, but 
it is in our interest to cooperate with and assist those who share 
our objectives and wish our help in building prosperity, peace and 
security in the area. 

Collective security against the threat of external aggression by 
international communism received further impetus during the past 
year. The Middle East resolution contributed greatly to confidence 
in the area. 

The Ankara meeting of the Baghdad Pact countries in January of 
this year, with United States association and support demonstrated 
by the participation in the meetings of Secretary Dulles, marked the 
further strengthening and the increasing significance of this strategic 
alliance of nations determined to stand resolute in the face of the 
threats of international communism and to work together in the 
pursuit of peace and progress. 

Progress is also apparent in other directions. Nations of the area, 
helped by the United States and others, are slowly but surely develop- 
ing their economies. The standard of living of millions is moving 
upward, and hopes and aspirations for a better life are slowly being 
fulfilled. 

The resources of the area are being mobilized and to them is being 
added assistance from private investment, from international institu- 
tions, from other free world countries and from the United States. 
It is being demonstrated that the age-old economic problems of the 
area are not beyond solution. However, progress in the economic 
field, as well as in the objective of stability and security, has continued 
to be impaired in many countries in the area by unresolved intra-area 
disputes. 

The Near East still is troubled by Arab-Israeli tensions. Peace lies 
uneasily here, assisted by the presence of the UNEF in Gaza and Sinai, 
and elsewhere by U. N. observers. More than 900,000 Palestine 
refugees still wait in impatience and misery with no permanent solution 
to their plight yet in sight. 

Cyprus divides some of our NATO allies and adds to tensions in 
the area. Kashmir remains a disputed area between India and 
Pakistan, producing tension and reducing cooperation between these 
great South Asian nations. 
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The great rivers and waterways of the region are still the focus of 
disputes. Problems arising from nationalization of the Suez Canal 
remain unresolved. Unresolved too are differences on the question 
of the Gulf of Aqaba, and on the division of the waters of the Nile, 
the Jordan, the Indus and the Helmand Rivers. Yet the International 
Bank continues its efforts to help Pakistan and India find a solution to 
the problem of the Indus. 

In the absence of agreement on the Jordan waters Israel is proceed- 
ing with development and maximum use of her water resources outside 
the Jordan V alley with the assistance of the Export-Import Bank. 
And Jordan has announced that with mutual security assistance she 
will begin construction of works which will use effectively a portion 
of her share of the Yarmouk waters. Efforts to find solutions to all 
of these questions must continue. 

Mr. Chairman, these are some of the significant events in the Near 
East and South Asia during the past year. I have identified principal 
United States objectives in the area, and described in general terms 
some of the major problems. I would like now to consider with you 
how the mutual security program enables the United States to make 
progress toward its objectives and how the program assists nations 
in the area to attack their problems. 

We must remind ourselves that the road is long and the tasks hard. 
Positive change comes slowly. There are no quick and easy solutions 
to old and deep problems. We expect progress, however, and we can 
reasonably predict good progress over the years. 

We have peace—uneasy, perhaps—but there is peace. The military 
assistance phase of the mutual security program enables our frie nds 
and allies in the area to create and maintain military forces and facil- 
ities which, together with our own, form a shield against aggression. 
These forces add immeasurably to our own national security. 

The determination and readiness of the United States to defend the 
peace imparts a sense of security to our friends in the area. NATO, 
SEATO, and the Baghdad Pact, bolstered by the policy enunciated 
in the Middle East resolution, form the framework and sinew of our 
mutual defense. 

No man of good will can but regret that threats of aggression compel 
free nations of the world to carry the enormous burden of arms which 
is necessary in these days. Military expenditures are not constructive. 
As President Eisenhower recently said, “These sums, great as they are, 
cannot produce a single, constructive, useful thing for human beings. 
Indeed they can give us no more than relative security; only true peace 
can give us true security.” 

True peace and true security depend ultimately on the willingness 
of nations under international communism to live at peace with the 
rest of the world. 

In the meantime, free nations must stand strong and resolute to 
deter and ward off aggression. Our present military assistance pro- 
grams, and those proposed for the coming year are vital to this end. 

Defense support, proposed this year for four nations in the area— 
Greece, Turkey, Iran, and Pakistan—is intended to help these nations 
to carry the heavy burden of their military forces which they cannot 
do alone without critical retrogression in their already strained econ- 
omies. Defense support is needed. moreover, if these countries are 
to make full and effective use of military assistance from the United 
States. 
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These programs are not intended to have an immediate and directly 
traceable impact on the defense forces themselves. Nor, on the other 
hand, do they provide for basic economic development. Defense sup- 
port funds do nothing more than meet minimum essential economic 
needs which must be met if our assistance in collective security is to be 
meaningful. These two programs, military assistance and defense 
support, are, as Secretary Dulles has said, keystones in the arch of 
our security. 

Our friends in the Near East and South Asia must develop their 
economies and give hope to their people if they are to stand strong 
with their neighbors and with us in defense of the peace. They need 
help toward these goals. 

Technical cooperation activities underway or planned in the Near 
East and South Asia assist friendly nations there to produce the 
trained technicians and administrators who are essential to the tasks 
of attacking poverty, illiteracy, ill health, low productive capacity, 
and other barriers which stand in the way of development. 

Without creation of the skills necessary to these activities, hope of 
improvement in the lot of the peoples cannot exist. The program has 
more than demonstrated its importance; its continuation at the 
minimum projected level is essential. The Soviets have learned, have 
taken to heart and are acting on the proposition that the deve lopme nt 
of skills is vital to economic progress. 

The Development Loan Fund, begun this past year, gives promise of 
becoming an instrument of great benefit. Dieiiiied: to supplement 
private investment and international lending agencies such as the 
International Bank for Reconstruction and Development and the Ex- 
port-Import Bank, the Fund has already received loan applications from 
nations in the Near East and South Asia totaling almost a billion dol- 
lars. Capital thus obtained on a loan basis is certain to have a power- 
ful impact on the development of the area and will serve to offset in 
part the critical lack of adequate savings and investment funds which 
impede development. Throughout much of the area the Fund will 
provide the significant tool to help in meeting the need for external 
capital. 

There are many situations where foreseeable needs must be met if 
our interests are to be served, but where military assistance, defense 
support, technical assistance, or even the Development Loan Fund 
are not appropriate. It is for this reason that special assistance funds 
for the area are requested. The funds are exactly what their desig- 
nation implies—special assistance. They help to achieve, in situa- 
tions where the need is evident and critical, the objective of political 
and economic stability. I consider it imperative to meet these needs. 

We must also be ready to meet contingencies, crises and new prob- 
lems. Of major significance is the fact that the area of the Near East 
and South Asia, in spite of its ancient history, is flexible and chang- 
ing, with new problems arising daily and old ones suddenly becoming 
critical. Events of the past 2 years have fully demonstrated this 
fact. The impact of changing situations on United States objectives, 
or the needs which they will generate, are not always clear 

I feel strongly that assistance through the mutual sec urity program 
is one of our most effective means of achieving American interests in 
this area. Wherever it is now evident that those interests will require 
the provision of assistance, we have anticipated the needs and in- 
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cluded them in the program which is before you. But unfortunately 
requirements are not always foreseeable. Crises are likely to arise at 
any time. The Sinai aggression and the Jordan crisis of last year are 
but two examples. It is imperative that the requested contingency 
funds be made available. 

Our interests could be jeopardized through lack of unearmarked 
funds with which to meet these changing situations. 

So far this year, for example, we have been able to meet essential 
program needs, through adjustments, particularly in military assist- 
ance activities, and by drawing down pipelines. Even more impor- 
tant, we have not had to provide for some previously anticipated 
needs and have been able to defer funding of other requirements. 

The year is not yet over, however, and I earnestly hope that no 
situation will arise during the remainder of the year which calls for 
the kind of contingency funds to which I have re ferred, since I am 
advised that appropriate funds have been substantially earmarked. 

Through the mutual security program the United States is partici- 
pating in maintaining and rehabilitating the Palestine refugees; $25 
million is needed for “this purpose in the year ahead. Although the 
United States is continuing persistently to seek through the United 
Nations an effective solution to the grave problems which face these 
more than 900,000 refugees, it does not appear that such a solution is 
yet in sight. 

In the absence of a solution we must not permit the program for 
the relief and rehabilitation of these refugees to falter during the com- 
ing year for lack of United States support. I believe we must con- 
tinue this program at the level indicated. 

Mr. Chairman, I believe that the proposed mutual security pro- 
gram for the Near East and South Asia has been carefully and con- 
servatively developed. The proposals contained in it represent mini- 
mum needs for the achievement of our objectives. I hope that the 
action of the Congress will make it possible to carry out a program 
along the lines of the presentation, because I most earnestly believe 
that it is in the interest of the United States and the free world that 
we do so. 

Mr. CARNAHAN ( arene? Our next witness is Rear Adm. Charles 
K. Bergin, Director of Near East, South Asia and Africa Region, 
Office of the Secretary of fidlians: 


STATEMENT OF REAR ADMIRAL CHARLES K. BERGIN, DIRECTOR 
OF NEAR EAST, SOUTH ASIA AND AFRICA REGION, OFFICE OF 
THE ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL 
SECURITY AFFAIRS 


Admiral Breroin. Mr. Chairman and members of the committee, 
you have just heard about the political aspects of this area. 

I should like today to review with you why our military assistance 
programs are needed in the countries of the Near East and South Asia, 
what they have accomplished to date, and what we propose for the 
military assistance program in fiscal year 1959. 

The strategic importance of the ita area is doubtless well known 
to you. I will, therefore, only outline it briefly. The countries 
bordering on the Persian Gulf are the major source of oil for the 
economy of Western Europe. In the Middle East are located some 
important naval installations and airfields in which the United States 
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has operating rights. If the Soviets should be successful in achieving 
domination over the Middle East, they would gain control of the oil 
and the strategic sites, seaways and warm-water ports that are so 
important to the accomplishment of their ultimate objectives. 

The Soviets, fully aware of these factors which make the Middle 
East a rich prize, continue to employ every means short of military 
force in their effort to acquire a dominating influence throughout the 
area. In doing so, they have seriously increased and exploited for 
their own purpose the tensions that have existed for many years 
within and among the countries of the Middle East. In countering 
this ever-increasing threat to the security and independence of this 
important area, it is the overall objective of the United States to 
help the nations of the Middle East in their resolve to remain inde- 
pendent of Soviet domination, thereby assuring the continued avail- 
ability to the free world of the resources, strategic sites and transpor- 
tation lanes of the area while at the same time denying these assets 
to the Soviet. The military assistance program plays a significant 
role in the total United States effort to attain this objective. 

The defensive capabilities of those nations of the area with which 
we have programs, have improved measurably as a result of our aid. 
The forces, which we have helped Greece and Turkey develop, make 
a vital contribution to the security of NATO’s right flank. The 
combat record of their troops in Korea gave proof of their excellent 
fighting quality. Although the strength and effectiveness of these 
forces is constantly increasing, continued assistance will be needed if 
they are to be brought up to and maintained at NATO’s standards. 

Our programs of military assistance to Iran and Iraq have resulted 
in a significant strengthening of the internal security and defensive 
potential of these countries. Pakistan, which constitutes the link con- 
necting the Baghdad Pact with the Southeast Asia Treaty Organiza- 
tion, has, through its own efforts and our assistance, developed a con- 
siderable force, thereby contributing to the security of the area. In all 
of these countries, and as a byproduct of our military assistance, the 
stability of their governments and the confidence of the people in their 
leaders have been notably strengthened. 

The nations in the Middle East, which we are assisting, are now 
maintaining more than 1 million men under arms. For the support 
of these forces the ‘y arec ontributing, in their collective annual military 
budgets, $3 for each dollar’s worth of American military aid to them. 
This is a striking effort on their part when one considers the relatively 
low level of their economies. 

Another important element of mutual defense effort in this area is 
the Baghdad Pact, signed 3 years ago by Turkey, Iran, Iraq, Pakistan, 
and the United Kingdom. Bridging the gap between the right flank 
of NATO and the left flank of SEATO, the pact completes the free 
nations’ strategic defense perimeter. It is designed to provide a co- 
ordinated approach to the member nations’ military, economic, and 
political problems. While the United States is not a member of the 
pact, it strongly supports the work of the organization and the defense 
efforts of all of its members. 

Although the actual military strength of the pact is not fully 
realized, it serves as a significant deterrent to Communist military 
aggression in this troubled area. The ability of these countries 
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initially to resist aggressive action within a collective security ar- 
rangement means that a potential aggressor cannot hope to quietly 
take them over one by one, more or less, by default. He must 
recognize that aggression against one country will immediately involve 
the entire area. The American doctrine proclaimed early last year 
further supports this deterrent by making it clear to any potential 
aggressor in the Middle East controlled by international communism 
that he would have to cope also with the military power of the United 
States if our assistance were requested by the victims of any aggressive 
action he might undertake. 

The Middle East area, especially during the past year, has presented 
a number of challenges for the military assistance program. In this 
area, perhaps more than any other, military assistance has had an 
opportunity to demonstrate how well it can serve to promote the 
foreign policy of the United States by encouraging and reinforcing the 
pro-Western orientation of certain countries vulnerable to Com- 
munist pressures and blandishments. In more than one instance, 
resistance at a time of crisis has been bolstered by the expedited de- 
livery of military assistance from the United States. 

Last year, for example, Russia deliberately upset the delicate 
balance of power in the Middle East by the introduction into Syria 
of vast quantities of military equipment and training personnel, 
accompanied by vigorous efforts at subversion and a storm of fabri- 
cated charges directed at Syria’s neighbors. The immediate response 
of the United States in the form of expedited deliveries reassured 
these threatened countries and restored their self-confidence and 
determination to retain their integrity and freedom. Without this 
tangible evidence that they were not standing alone against increased 
Soviet pressures, such countries might well have been stampeded 
into a retreat from pro-Western orientation with all its dire implica- 
tions for the peace of this troubled area and of the free world itself. 

In fiscal year 1959, we propose to continue our programs of military 
assistance to Greece, Turkey, Iraq, Iran, Pakistan, Saudi Arabia, 
Jordan, and Lebanon. For the entire area these amount to a total of 
$447.9 million of which 63 percent will go for the support of Greek 
and Turkish forces. 

In view of the subversive inroads which international communism 
is striving to make throughout the Middle East and South Asia, these 
programs of military assistance to the nations of that area are a vital 
part of our worldwide defense effort. We believe that they are soundly 
conceived and austere; we are convinced they are necessary to meet 
the serious threat that faces not only our own country but the entire 
world. 

With your permission, sir, may [| amplify this and invite your 
attention to a few charts that we have? 

(The charts appear on pp. 663-665.) 

Admiral Brrarn. I would like to translate into money values the 
accomplishments shown on the charts. 

Through 1958 we have programed on the order of $3 billion overall 
for the area and have estimated that $2,322 million worth of equip- 
ment will be delivered by June 30 this year. It is to be noted that 
of this total, $1,827 million has been earmarked for Greece and Turkey 
alone. 

As I have mentioned in my statement and show here graphically 
that through our military assistance and our economic help to these 
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countries, they have budgeted in their military budget approximately 
$3 for each dollar that we have spent. 

I might invite attention again to the fact that of this dollar, some- 
thing in the order of 85 cents is spent in the United States. 

Mr. Aparr. What was that again, Admiral, please? 

Admiral Berar. Referring to the $3 to $1 comparison, of the $1 
that goes for helping the country under the military materials pro- 
gram, 85 percent—85 cents in this case, is spent in the United States. 

Now, this 85 may vary a little bit and if you wanted a really precise 
one, I believe we could give it to you. 

I am inclined to believe in this program it might go as high as 90 
percent. 

Mr. Merrow. What was the total? Was that given? What they 
have spent and what we have spent in that area? 

Admiral Brerern. This is their fiscal year si military budget and 
our military deliveries of hardware in that ye: 

Mr. Merrow. On the left, that is the cabins ‘that they have spent. 

Admiral Breratn. Yes, sir, the amount in their military budget for 
their fiscal year 1958. 

Mr. Merrow. We could figure that out and get the total. 

Admiral Brerarn. I have the total. 

The total for their fiscal year 1958 is $1,018 million. 

Mr. Zasuockt. Is it accurate to say that of the $332 million the 
United States contributes, $299 million is spent in the United States? 
That is 90 percent? 

Admiral Berean. That is correct. 

Mr. CarRNAHAN (presiding). Since aid is in dollars, it is all eventually 
spent in the United States. 

Admiral Beran. The next chart, please. (The chart appears on 
p. 667. 

Our program proposed for 1959 is in comparison to the total that 
has been programed before. This is shown on the chart here, and we 
propose and recommend for your favorable consideration $447.9 mil- 
lion for the area to support our own national security as well as the 
foreign policy of the United States. 

These charts are not classified and may be used in the record, sir. 

Mr. Merrow. I do not understand, Mr. Chairman, that 37 percent 
in the yellow—— 

Admiral Beran. The 37 percent is to show that 63 percent goes to 
Greece and Turkey, as an example of the greater recipients of our aid 
in this area and 37 percent to the rest of the whole area, sir. 

Mr. Merrow. That is all, Mr. Chairman. Thank you very much. 

Mr. CARNAHAN (presiding). We have one other witness and after 
he makes his presentation, if there is no objection, we will begin the 
questioning at the other end of the table this morning. 

I will ask that Mr. John O. Bell, regional director, Office of Near 
East and South Asia Operations, International Cooperation Adminis- 
tration now give his presentation. 
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STATEMENT OF JOHN 0. BELL, REGIONAL DIRECTOR, OFFICE OF 
NEAR EAST AND SOUTH ASIA OPERATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Bett. Mr. Chairman, the committee has heard from previous 
witnesses testimony with respect to the considerations of national 
policy which justify the provision of mutual security assistance. My 
purpose is to discuss the nonmilitary programs for the Near East-South 
Asia area. 

The total program proposed for economic assistance to this area is 
$310 million, an increase of $11 million compared with estimated 
obligations of $299 million now planned in fiscal year 1958. The 
elements making up these economic aid proposals are: $195 million 
for defense support, an increase of $38 million over estimated fiscal 
year 1958 obligations; $41.7 million for technical cooperation, an 
increase of $4.1 million over estimated obligations in fiscal year 1958; 
$48 million for programed special assistance, a decrease of $11.5 million 
below estimated obligations for fiscal year 1958; $25 million for con- 
tributions to UNRWA for Palestine Refugee Relief and Rehabilitation, 
for which a carryover of the unobligated balance of prior appropria- 
tions was granted for fiscal year 1958. 

A separate presentation is being made with respect to the proposals 
for the Development Loan Fund. Included in estimated total fiscal 
year 1958 obligations were amounts from carried over development 
assistance appropriations for which no further consideration need 
now be proposed. 

This area includes the countries ranging from Greece, Egypt, and 
the Sudan westward through India. 

I propose to deal with four questions: 

(1) What is the economic scene we confront? 

(2) What is the nature of our operations? 

(3) What are we accomplishing? 

(4) What is the program we propose? 


1. THE ECONOMIC SCENE WE CONFRONT 


The Near East-South Asia area is important to us from the point 
of view of its geography, its material resources, its people, and its 
influence. 

Geographically, it includes some 5 million square miles. It extends 
along the perimeter of the Soviet-Sino Empire from Albania to Burma. 
It includes the vital waterways and airlanes which connect Europe 
and the Far East. 

Within this area are found the major portion of the known oil 
reserves of the free world. Over 70 percent of these reserves are 
located in the Near East. Approximately 75 percent of Europe’s 
oil is provided from this area. 

Included in the Near East and South Asia are some 600 million 
people—roughly a fourth of the population of the entire world. The 
bulk of these masses are in the subcontinent of Asia—in India and in 
Pakistan. 

The influence of this area extends both westward into Africa, and 
eastward into Asia, with the common ties of religion, race, and colonial 
history lending additional weight to the impact of size and population 
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‘The Near East-South Asia area, despite its diversity of government 
forms, languages, races, re ligions, and geography, nevertheless is 
characterized by certain common factors. Among these are a stand- 
ard of living ranging from low to extremely low, a lack of known or 
adequately developed resources, government structures geared to an 
historic concept of government’s role as tax collector and policeman, a 
low level of education and training in academic, vocational, and pro- 
fessional fields, inadequate and inexperienced public and private 
organizations and institutions to deal with problems of economic 
growth, and in many instances governments lacking the security in 
office so needed to permit effective concentration on economic develop- 
ment problems. 

Within this context there is a steadily growing demand among the 
peoples of the area for an improvement in their status. This demand 
comes from a population whose fundamental need, want, and interest 
is in food, clothing, and shelter. It constitutes an increasing pressure 
on government. A failure to show significant progress in ‘satisfy: ing 
these demands may well lead to the overthrow of existing institutions 
in favor of others which promise improvement, however speciously 
and at whatever costs in freedom. 

The governments of the region are increasingly sensitive to the need 
for effective response to these pressures. ‘There is a common desire 
and determination to achieve rapid economic development. 

The degree to which these governments have analyzed their re- 
sources, human and material, have established goals for progress, and 
formulated realistic plans for attaining these goals, varies considerably. 
More or less detailed blueprints for growth have been formulated in 
India, Pakistan, Iran, Iraq, and Ceylon. 

Substantial development activity goes on in Greece, Turkey, 
Lebanon, and Israel on a less formally organized structure for plan- 
ning. Jordan, Afghanistan, and Nepal are truly emerging countries 
at an earlier stage in development planning. 

To summarize, the Near East and South Asia area is one in which 
governments, which vary in strength and competence, are striving, 
with inadequate institutions and inadequately organized and trained 
manpower, to marshal and utilize effectively, insufficient or inade- 
quately developed resources, in order to meet increasing pressures 
from their peoples not merely for a substantial improv ement in their 
status, but for improvement at a rate impossible of accomplishment 
without recourse to outside assistance. 


2. WHAT IS THE NATURE OF OUR OPERATIONS? 


The requirements for these countries for the import of goods and 
services may be grouped into three categories: 

First, there is the requirement for the import of goods—commodi- 
ties, equipment materials—to be consumed or used by the existing 
economic structure. Assistance is given against this need by financing 
of such imports. 

Second, there is the requirement for imports of materials, equip- 
ment, and services required for the construction of specific facilities 
essential to development—transportation, communications, power, 
irrigation, and the like. Assistance given against this need normally 
is administered as aid to specific projects. 
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Third, there is the requirement for the import of technical help in 
the development of institutions, practices, and skills required for the 
effective utilization of resources. The help we give against this need 
is usually through technical assistance projects. 

The extent to which the individual countries are capable of paying 
for their essential imports of goods and services varies widely. Earn- 
ings of foreign exchange with which these imports can be purchased 
are in most instz.ces inadequate to cover all the imports needed. 

In addition to the requirements for imports arising from the needs 
for consumption and use by the existing economic structure, and for 
new development, many of these countries also have large and costly 
import requirements for their defense establishments. These require- 
ments, to the extent they are not met through grants of military 
hardware through the mutual security program, are also a claim, 
frequently a priority claim, on the foreign exchange earned through 
exports. In all of the countries in this area the bulk of re quired imports 
is financed through export earnings. However, there are serious 
balance-of-parments problems confronting such countries as Greece, 
Turkey, Israel, India, and Pakistan. Here the margins of shortfall in 
earnings, while small in proportion to total earnings, present require- 
ments for additional foreign exchange which are substantial. 

Each of the countries in the area must overcome inadequacies of 
facilities which are basic to further development. Of major importance 
are physical facilities, such as transportation and communications. 
Equally important, however, are institutions for essential public 
services, for stimulating and fostering the use of private capital, for 
promoting and expanding agriculturs al production, and for the 
transmission and diffusion of knowledge. 

Concepts of the mutual responsibility of the citizen and the state 
to each other are only beginning to emerge. 

This area is predominantly and historically agricultural. The great 
majority of the people are employed in agric ulture, but food production 
is inadequate to meet the consumption requirements of a rising popu- 
lation, and production of other agricultural commodities is inadequate 
to provide sufficient export earnings to meet import needs. Not all 
the countries have oil resources. It is not surprising that the plans 
for development, given the similarities cited, tend to follow a typical 
pattern—with accent on improvement in agriculture concurrently with 
the development of basic facilities essential to industrial growth. The 
similarity in approach tends to be reflected in a similarity in our 
programs. 

On Wednesday, I participated in a presentation to this committee 
which described how we reached judgments as to levels of aid. I am 
not going to repeat that now. 

As I said then, the assistance programs are related to United States 
national objectives and are governed not only in their dimension but 
in their composition by the kind of objectives sought. 

Having reached a conclusion as to the level of aid for a given coun- 
try, we proceed to delineate a country program plan which indicates 
the require ments for and use of aid as among (a) import financing, 
(6) project financing, and (c) technical assistance. I should like to 
emphasize that this plan is a tentative and illustrative one. Its 
fruition depends (1) on whether the amounts of money requested 
are in fact appropriated and allotted; (2) on whether the assumptions 
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made at the end of 1957 prove accurate forecasts of events during 
the ensuing 18 months; (3) on whether there is agreement reached 
between the United States and the government of the country con- 
cerned, on the program; and (4) on whether our assumptions of our 
capability to perform prove accurate. With these caveats, we believe 
that our country program plans are reasonably accurate forecasts of 
the kind of activity we would undertake. 

In determining how our aid should be provided and for what speci- 
fic purposes within the fiscal levels proposed, we revert to a considera- 
tion of the goals being sought and endeavor to determine in which 
ways we can most effectively assist. The country may have complete 
capability, given financing, to attain these goals, or certain of them, 
without other forms of help. In other instances, it may lack the 
technical skills required. A further consideration, in our judgment, 
may also be our desire in particular countries, or in particular in- 
stances, to identify ourselves or our aid with specific activities or 
goals. Also, we must take into account the extent to which the need 
for assistance with respect to specific activities may be met from other 
sources; for example, perhaps the U. N. or the Ford Foundation or a 
Colombo plan country is already helping in this field. Consequently, 
our program reflects our judgment as to the way in which we can most 
effectively aid the particular country in meeting its overall problem. 

Now, | want to divert from my text here to exhibit for the commit- 
tee, and, if it wishes, to submit for the committee, something that is 
not hypothetical and which is not classified, but which is an actual 
program-planning document which is headed ‘Program Planning Anal- 
ysis of USOM/Iraq Participation in Government of Iraq Development 
Effort.”’ This is a document I took out of my files, and it is the kind 
of document we use—one of them. 

The way it is constructed is to start out by stating what the prob- 
lem is that is being addressed. 

Secondly, it attempts to state what the specific goal is within that 
problem. That is: What are you trying to get at? 

Here you have the measures required. That is what we think needs 
to be done. 

Here we have the plans of the Government of Iraq in this connec- 
tion, specifically. 

Here we have what we propose to do, and up here we have what we 
expect the result to be. 

I would like to read from this, in part—not all of it, obviously—with 
respect to what is a typical kind of problem in this area; namely, low 
agricultural production. 

This particular piece shows: Problem 4: Low agricultural production 
in relation to resources. Goal: To increase agricultural production 
as rapidly as possible and, for that purpose, to effect a speeding up of 
the transformation of farming techniques and to improve public pro- 
grams for agriculture in fields of agricultural credit and land improve- 
ment. 

Measures required: I will just read 1 or 2 of these. 

1. Establishment of agricultural college. What is the plan of the 
Government of Iraq? 

It plans to establish an agricultural college at a place called 
Abu Ghraib, with a faculty of 30 and a student body of 300. 
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What does our ICA program propose? We propose a project to 
provide six professors under contract with the University of Arizona 
to teach and assist with administration at. the college and head depart- 
ments of soils, agronomy, and animal husbandry and agricultural 
engineering, and a section on agricultural economics. 

The mission plans call for continued technical group aid at a strength 
of 6 until 1962, then reduced to 2 until 1965. 

I will read one more of the sample problems. 

Here is a measure required: Program of agricultural research. 

The Iraqi plan calls for 7 major agric ultural experiment stations 
to be established with a slowly building corps of agricultural re- 
rearchers and the training of potential research personnel in agri- 
cultural colleges and elsewhere; plans for agricultural research not 
yet definite; probable strength of 150 between 1960 and 1965. 

Toward that particular proble m we have not 1, but 5 or 6 separate 
projects: One called crop improvement; one c: alled livestock i improve- 
ment, range improvement, agricultural pest control, agricultural mar- 
keting, agricultural machinery. 

I make this point because the number of projects sometimes tends 
to make you think they are ali directed toward different things. You 
may have various projects directed toward the same purpose, and it 
is administratively convenient to separate them. 

Here we propose to provide specialists on crop improvement and 
these things I read, to assist in building up research capacity and in 
designing the implementation of operational programs in respective 
fields, to continue until 1959 or 1960. There are some six specific 
measures listed here. 

The results which are expected to be obtained from the program 
oe also listed. I will not read all of them, but as a sample: 

An extension service with 300 professionally trained men in 
hs service. 

An agricultural college capable of training the agricultural 
administrators and scientists the country needs. 

Andsoon. As I say, this is not classified and it can be incorporated 
in the record if you want it. 

Mr. CarnaHAN. Without objection, the material will be incorpo- 
rated in the record. 

Mr. Bet. I have another one, which is a report to the Govern- 
ment of Iraq showing the activity in Iraq during a 5-year period. 
This paper takes, project by project, the name and number of the 
project, the content of the project, the names and positions of the 
technicians who were assigned to it, when they were there, what kind 
of training they did, and, related to that, what kind of Iraqi people 
were trained and what they are doing and what their names are. 

This is, again, a sample of the kind of detailed study that does go 
into making up these programs. 

If this is wished by the committee, they may have it. 

Mr. Carnawan. What is the wish of the committee? If there is 
no objection, this presentation will also be included in the record. 

Mr. Vorys. I do not want to object at all, but it strikes me that 
these are quite voluminous and would be somewhat unintelligible 
in the book, but if these could be physically available for members of 
the committee and Members on the floor in this shape—— 

Mr. Zasxiockt. I think they should be a part of the record. 
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Mr. Carnapan. I think the material ought to be available to 
the membership of the House, because there are so many times 
that there is objection that they do not have access to the materials. 
If you wish, they can be printed as separate documents, or the 2 in 1 
document, if that would be satisfactory. 

Mr. Vorys. I do not see how this can be put in our hearing books. 
If it is compressed on a smaller page, the type will be almost unread- 
able. If it is this size, it would require a folded gimmick of great size 
in our hearings. I want to have it available to the committee and to 
Members of Congress interested in studying it, but I suggest that we 
defer the decision as to the way in which it is to be physically in- 
corporated in our record. 

Mr. CarNAHAN Without objection, we will defer the arrangement 
until the end of the session. 

(The documents referred to will be found in the files of the com- 
mittee.) 

Mr. Bex. Our provision of aid, even though we employ a variety 
of techniques, is nevertheless coordinated wherever feasible toward 
meeting several aspects of the same problems. 

As an example, let us consider a problem which is typical in many 
of these countries—inadequate production of food to meet current 
consumption needs plus prospects of continued population growth and 
increasing requirements. 

Typic ally, the major part of the population is engaged in agriculture, 
yet agric vultural production is a less than proportionate part of gross 
national product and the need for agricultural imports 1s rising. If 
the country has a high potential for increased food production and a 
low potential for export earnings with which to purchase food, it is 
clearly desirable to achieve an increase in food production. 

What are the reasons for the low rate of production? What are 
the possible remedies? What can the United States do to stimulate 
and aid solutions? Obviously we can and do help immediately 
through the Agricultural Trade Development Act, Publie Law 480, 
or the mutual-security program by financing imports of foodstuffs; 
this is in the nature of a holding action—it affords a measure of 
stability while the real problems may be attacked. 

While solutions depend, in large measure, on the actions of the 
country itself, our aid can he lp. Thus, for example, we may be assist- 
ing in the construction of a fertilizer factory to provide additional 
supplies; we may be demonstrating the advantages of better seed 
treatment and selection; we may be aiding the development of a land- 
grant-type college which ties research and « extension; we may be advis- 
ing as to ways ‘and means of providing agric vultural credit and even 
releasing funds for capitalization thereof; we may be helping in de- 
veloping highway departments to prov ide skilled men to construct 
market-access roads. In a great many ways, apparently unrelated 
projects are in fact contributing to the solution of fundamental eco- 
nomic problems. Such problems are inevitably interrelated and com- 
plex, their solutions require coordinated action in many fields; the 
attainment of the goals takes persistent effort on the part of both the 
country involved and ourselves over a considerable period of time. 
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8. WHAT ARE WE ACCOMPLISHING? 


One index of the successful use of resourees—which includes re- 
sources obtained by earnings, credits, and grants—is the movement 
of a country’s gross national product in relation to its population. 
Where United States aid has provided the margin of resources which 
bridged the gap between success and failure, it has meant the margin 
of difference between stability and instability; it has also meant the 
margin of difference between the ability and inability of Greece, 
Turkey, Pakistan, and Iran to maintain agreed military force goals. 
Using this oversimplified index of success, what is the record of the 
past 5 years? 

In 5 years, total gross national product has risen 15 percent in 
Pakistan, 18 percent in India, 22 percent in Turkey, 40 percent in 
Greece, and 58 percent in Israel. Per capita gross national product 
has risen 6 percent in Pakistan and Turkey, 10.5 percent in India, 
30 percent in Israel and 33 percent in Greece. 

More specifically, what were the effects of our aid in terms of the 
three categories suggested earlier: (1) Manors for general Use ; (2) 
imports for specific capital projects; and (3) technical assistance? 

First, imports for general use; these a a number of beneficial 
effects. 

They provided the imported raw materials and supplies which the 
countries could not have afforded in view of their foreign exchange 
shortage, yet which were vital to the functioning of the internal 
economy. This permitted use of existing plant capacity, maintenance 
and repair of facilities, employment, increased agric ultural vields, ete. 

They maintained the consumption standards of the peoples of 
these countries at a time when decline would have had serious political 
consequences, including, at a minimum, unwillingness to maintain 
current levels of defense activi ity. 

They enabled the countries to devote resources out of an increasing 
gross national product to the productive investment which is essential 
if these economies are even to maintain themselves let alone become 
self-sustaining. 

Thus in Greece, in India and in Turkey, gross investment this past 
year is estimated to have equaled almost a sixth of the gross national 
product. 

In sum, they enabled the continued functioning of the economies, 
the maintenance of economic and political stability, and the possibility 
of development growth within the framework of a free choice society. 

For fiscal year 1957, we obligated $305.7 million for such purposes 
for Near East-South Asia countries, and for fiscal year 1958 we now 
plan to obligate $207.2 million. 

The second category of aid we termed “Imports for specific projects.”’ 

Economic development may be impeded by the lack of specific 
facilities which will not be forthcoming merely through provision of 
normal imports. Actual construction of such facilities—involving the 
supplying of particular skills as well as equipment and materials— 
may be required. Aid in this form is designed to fill critical gaps— 
which impede progress in important sectors of the economy. 

For such project purposes we obligated $95 million for Near East- 
South Asia countries in fiscal year 1957 and now plan to obligate 
$55 million in fiscal year 1958. 
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The success of such assistance is measured in terms of the response 
which it provides to the problem which led to the undertaking of the 
project. Let us cite some examples of project achievement: 

Greece: Early in the history of the United States operation in 
Greece, it became apparent that industrial development was being 
seriously impeded by two critical shortages—electric power and fuel. 
The cost of imported coal was very high; electric power availabilities 
were far below existing potential consumption, and far below the 
minimum requirements of an expanding industrial economy. In 
response to both problems, the United States undertook to provide 
assistance to Greece. 

In March 1950, a project was undertaken, calling for the installation 
at Aliveri of two 34,000-kilowatt steam electric turbo generators, 
later modified to two 40,000-kilowatt units. Actual operations com- 
menced in March 1953. The type and construction of the plant com- 
pare favorably with the best modern United States practice. The 
completed project was turned over to the Greek Government in May 
1954. One year later, that Government announced that in the first 
12 months of operation, the Aliveri plant produced 400 million kilo- 
watt-hours or over one-third of the country’s electric power output. 
Lignite reserves are sufficient to sustain current output for 40 years. 

To provide fuel for the Aliveri thermal plant, the United States 
undertook the task of assisting the Greeks in the actual lignite develop- 
ment. This project had a total cost of $10.2 million, of which ap- 
proximately 41 percent was provided by the United States by mutual 
security program dollar financing. 

Mr. Jupp. That is for the power plant also or for just the lignite? 

Mr. Bett. The lignite, sir. 

Mr. Jupp. The figure for the power plant ought to be in too. 

Mr. Bey. We will provide that. 

An American contractor undertook the training of mine workers in 
the use of new equipment, with the objective of expauetig mine pro- 
duction. Output rose tenfold in 4 years from 52,500 tons in 1952 to 

585,000 tons in 1955, while costs per ton of mining and transportation 
were reduced by 15 percent. 

Turkey: Perhaps the most critical initial bottleneck in the Turkish 
development program was the ¢ »omplete inadequacy of the communica- 
tions system. The primary difficulty, and the initial focus of attack, 
was a highway system so poor as to endanger defense objectives and so 
limited as to prevent the integration of many villages into the trade 
and national life of Turkey. Approximately $39 million worth of 
equipment, operating supplies, and technical assistance have been 
programed for the construction and maintenance of highways in Tur- 
key over a period of 8 years. 

With this equipment, it has been possible to build and maintain 
an all-weather highway network now comprising almost 17,000 
miles (as against half that amount of poorly constructed and main- 
tained highway in 1948); a major contribution to economic deveiop- 
ment and to defense. Turkish Government expenditures were 
approximately $130 million. This highway system, when completed, 
will link all sections of Turkey. 

Of equal significance, development of coal resources of the Zonguldak 
Basin. The industrial economy of Turkey is dependent upon these 
resources for about 75 percent of solid fuel consumption requirements. 
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To increase production and movement of coal to meet the con- 
tinuously increasing solid-fuel needs of Turkey, the United States 
provided the engineering supervision services of an American firm and 
financed the procurement of mining equipment. Mine safety training 
was introduced. Total United States expenditures over a 7-year 
period totaled $19.6 million, as against expenditures by Turkey of $38 
million equivalent. During this period run-of-mine coal production 
rose from 4.3 million to 7.1 million metric tons annually. 

A third Turkish project is the Sarivar hydroelectric project. Ent- 
ered into in 1950, this project called for engineering design and con- 
struction supervision services in addition to financing imports of 
capital equipment. The Sariyar plant has a presently installed capac- 
ity of 80,000 kilowatts. The plant is so designed that capacity can 
be doubled. Its transmission system connects Sariyar with both 
Ankara and Istanbul. United States costs have to date totaled $14.8 
million; Turkish Government costs have equaled $66 million. Total 
Turkish power generation has more than doubled since 1952 and now 
exceeds 2 billion kilowatt-hours. 

Afghanistan: Geographically and politically isolated, Afghanistan 
has suffered both in its internal ec onomy and in its trade, because of 

oor transportation. In June 1956, the United States undertook to 
am Afghanistan in an integrated program: to develop an airline 
system, a network of domestic airports, and international air trans- 
portation services connecting with neighboring free-world countries. 
American firms are constructing the airports, operating the airline 
under a management contract during a training period, and assisting 
in the engineering and designing aspects of construction. The United 
States Civil Aeronautics Administration is helping Afghanistan de- 
velop a Department of Civil Aviation, providing ground installations 
and training ground service personnel. 

The Afghan Airlines have operated domestic and international 
schedule flights for nearly a year. Both freight and passenger traffic 
have exceeded initial expectations; the volume of domestic passenger 
traffic has been phenomenal, with bookings several weeks in advance 
and with tickets selling at a premium. In the first 6 months of oper- 
ation under the American management contract, revenues were 
double those of the entire previous year. In addition, the scheduled 
flights of the Afghan Airlines have undoubtedly strengthened the 
internal position of the Afghan Government. 

India: The modernization and expansion of India’s railroads has 
been one of the major undertakings of the Indian development pro- 
gram, since so much of the Indian economy depends upon adequate 
transportation. The enormity of rehabilitating and expanding the 
fourth largest railroad system in the world has been complicated by 
the ever-increasing demands upon its facilities. The goods traffic 
alone is scheduled to increase from the 1955-56 level of 120 million 
tons to over 150 million tons in 1960. Since 1951, the United States 
has provided under the mutual security program $95 million under 
project and nonproject types of assistance for use in the rehabilitation 
and expansion of the Indian railroad system. This has supplied loco- 
motives, freight cars, rails, plates, and other steel products. It has 
included, in ‘addition, t/ chnical assistance, provided under contract 
with an American firm, to assist in developing methods of increasing 
rail capacity. Asa result of our assistance, the Indian railway system 
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has made substantial increases in load capacity which have been essen- 
tial to the forward movement of the Indian development plan. 

Nepal: The transportation problem faced in Afghanistan has a close 
par allel i in Nepal. Like Afghanistan, Nepal is a landlocked country. 
A narrow gage railroad runs only 30 miles from the Indian border into 
the foothills of Nepal. From the railhead a fair-weather road, passable 
less than 9 months a year, services the capital of the country. To 
supplement this, supplies to the capital city have to be handcarried 
over a precipitous mountain trail which is often impassable during the 
monsoon season and during the winter. 

The solution to the transportation problem is an aerial goods- 
carrying tramway or ropeway, to provide an all-weather year-around 
means of transport. Upon request of the Government of Nepal, the 
United States supplied an American firm under contract to survey 
and engineer the ropeway. ICA f-nding totaling nearly $3.5 million 
has been made available; a contract with an American supplier has 
recently been signed, and completion of construction is scheduled for 
1960. The ropeway will carry packaged commodities 29 miles over 
the mountains at a cost estimated to be 30 percent lower than the 
next cheapest transportation means. It will assure a continuous flow 
of supplies and stimulate commercial trade. Designed, engineered, 
and constructed by American contractors, it will be the most powerful 
single impact-type project in the United States aid program to Nepal. 

The third category of aid, technical assistance, may be less dramatic 
than capital projects but in the final analysis may be of more enduring 
significance by stimulating and aiding institutional changes. Here 
we seek the permanent incorporation into the structures of Govern- 
ment, or of the private economy, of not only a particular skill, but also 
a systematic plan for putting that skill into full use; to provide a 
continuing focal point for the application of training to the problems 
of the economy. This is a delicate and difficult task. However, 
there are numerous examples of success. 

The well-established and highly regarded Greek Agricultural Exten- 
sion Service is one. The Greek Ministry of Agriculture is now staffed 
with trained permanent technicians, who are convinced of the value 
of an extension service integrated into the current operations of the 
Ministry; the Extension Service is brought into policy determinations 
in a number of areas which would not have been considered appro- 
priate only a few years ago. It is in substantial measure responsible 
for the rising productivity per man and per acre, that has charac- 
terized Greek agriculture since 1951. It is so highly regarded that 
teams have come to Greece from other countries to observe the 
organization and operation of the extension service—teams financed 
by other governments as well as by the U. N. and ICA 

In Turkey, the road program mentioned earlier has had a similar 
aspect. To date, a total of 2,800 Turkish personnel employed by 
the Turkish Directorate of Highways have received on-the-job train- 
ing, and almost 100 Turkish engineers and management personnel 
have received training in the United States. There has been devel- 
oped in the Directorate of Highways, within the Ministry of Public 
Works, an administration whic h has achieved a high level of efficiency. 
This office, through a close working relationship with the United States 
Bureau of Public Roads, has acquired a high degree of competence 
in Management, maintenance, and development operations. Its pro- 
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posals for future development are realistic and based upon the actual 
ability of the country. The Directorate provides an excellent example 
to other administrative units within the Turkish Government. 

It has instituted a series of 90-day seminars which are attended by 
representatives of other countries—Ethiopia and Iran, among others— 
which annually send groups of engineers to take this course. In 
addition, the U. N. has established a permanent administrative and 
technical training center in Turkey for highway engineers. 

In Iran, there has been established an institute of administrative 
affairs at the graduate level in the University of Teheran. ‘The insti- 
tute was established through an I[CA-financed contract with the Uni- 
versity of Southern California (USC). USC trained Iranian college- 
level instructors so that the classes given within the institute are now 
conducted by Iranians. Last year, a number of Afghan students were 
brought to Teheran and enrolled in the institute to receive instruction 
in public administration. The public administration program is hav- 
ing an effect throughout the country. Not only have Iranians been 
instructed in the skills involved in public administration, but a new 
concept has been brought to Iran which has already had some effect 
on the efficiency of planning throughout the Iranian Government 

India: One of the most dramatic and far-reaching programs under- 
taken by the Government of India in connection with its development 
program has been the community development effort initiated in 1952, 
with United States cooperation from the outset. The essence of this 
program is to stimulate the villagers of the nation to contribute to the 
solution of economic problems through cooperative self-help; it pro- 
motes responsible citizenship and emphasizes self-reliance rather than 
dependence on Government. 

Our substantial assistance to this program has been prominently 
featured in official Government of India publications. In all, the 
United States has contributed about $14 million for this project in 
equipment, supplemented by technical advisory services. Direct 
assistance for supplies and equipment is now virtually completed. 
Since 1952, 2,100 community development or national extension blocs 
have been opened, covering a population of 150 million. As a pre- 
requisite to this, a major program of training was undertaken, involv- 
ing the establishment of training centers and expansion of agricultural 
colleges and other existing training facilities. India’s community 
development program has gained world recognition and Government 
of India facilities are sought for training specialists from many other 
countries. Further, Indian specialists are now requested by many 
other countries. 

Participants from eight countries are now in training in India, and 
India is providing technical assistance to Nepal in the establishment 
of a community development effort in that country. The highly 
successful Pakistan community development program used the Indian 
effort as a model. 

A Pakistan program with particularly modest beginnings has made 
its effect widely felt. The project called for the provision of one 
American technician and equipment for a diesel locomotive mainte- 
nance school in West Pakistan. In addition, 10 participants received 
United States training. Some 862 Pakistani railroad employees have 
already received instruction at the locomotive school, taught by the 
United States trained participants. In July 1957, Pakistanis had 
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become sufficiently proficient to continue the school without the 
assistance of the American adviser. It is noteworthy that reéent 
reports reveal a substantial number of Indian railroad personnel are 
now receiving training at this school. 

Lebanon provides still another example of the effect of institutional 
change arising from the mutual security program. In 1952, the 
Lebanese Government requested United States assistance in estab- 
lishing a national demonstration and experimental farm. Terbol 
Farm, the result of the joint undertaking, now has activities which 
include experimentation and demonstration in such fields as animal 
husbandry, poultry improvement, forestry and range management, 
agronomy, use of farm machinery, irrigation and agricultural 
extension. 

The animal husbandry project proved particularly effective. The 
physical plant at Terbol included a model dairy barn, cattleshed, 
upright silo, trench silo, and barnyard, for which the United States 
contributed about $50,000 and the Lebanese Government the equiva- 
lent of $48,000. In addition, the United States also financed the im- 
port of purebred Holstein cattle, for upbreeding the local strain, and 
farm equipment. The aggregate United States contribution to the 
animal husbandry project was just below $100,000; Lebanon’s contri- 
bution, the equivalent of $86,000. 

There has been wide acceptance of animal husbandry practices 
demonstrated at Terbol. Large landowners have adopted Terbol 
construction practices, and are importing additional blooded stock; 
small farmers have benefited from an upbreeding of their stock (the 
crossbred cattle have a milk yield more than double that of the native 
breed) and from the adoption of improved feeding practices. In 
Anjar village, where most production comes from farms with 1 to 5 
cows, daily commercial milk shipments to Beirut rose over a 3-year 
period from less than 70 pounds to 2% tons daily. Commercial 
dairying in Lebanon is now a vigorous industry: There are 6 pasteuri- 
zation plants in the Beirut area, as compared with 1 small milk plant 
and 1 dairy in 1952. 

The acceptance of the Terbol demonstrations are evident in other 
fields: Hatching eggs and day-old chicks of high-producing American 
breeds of poultry have been widely distributed, and there are now 30 
commercial poultry producers in Lebanon as against only 1 in 1952; 
controlled grazing practices have proved valuable in range manage- 
ment and livestock management on public lands; Terbol Farm is a 
focal point in the extension program. 

In all, the Un'ted States has contributed some $349,000 to the 
establishment of Terbol and its demonstration projects; Lebanon has 
contributed the equivalent of $117,000 and has taken over all operat- 
ing costs. 

‘In Iraq, the United States supplied technical assistance and a modest 
amount of demonstration and training equipment for the organization 
and establishment of a technical institute at Baghdad. A team sup- 
plied by Bradley University under an ICA-financed contract provided 
vocational teachers in electricity and radio, automotive mechanics, 
graphic arts, machine-shop practice, welding, and the building trades. 

Assistance was also given to the Iraqi “Government in planning 
and designing buildings for the institute, in curriculum establishment, 
and in the acquisition of necessary equipment. The school has now 
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reached a high standard, has an enrollment of over 400 students, and 
is operated without United States assistance. As a result of the suc- 
cess of the Baghdad School, Iraq now is constructing similar schools 
in Mosul, Kirkuk, and Basra, and an expanded country-wide voca- 
tional training program is under way. 


4. WHAT IS THE PROGRAM WE ARE PROPOSING? 


As already noted, the total economic assistance proposed for this 
area is $310 million. The proposed defense support of $195 million 
is the major amount in this total. 

We are proposing defense-support assistance in four countries in 
the area—Turkey, Pakistan, Greece, and Iran. This aid is required 
in order that these countries may be enabled to maintain substantial 
military forces required in the common defense. Greece and Turkey 
are members of NATO; Turkey, Pakistan, and Iran are members of 
the Baghdad Pact. 

Pakistan is also a member of SEATO. The aid proposed for Tur- 
key, Pakistan, and Greece is entirely for the purpose of financing 
essential commodity imports which are needed in order to maintain 
the economies of those countries. In the case of Lran, which does not 
have a current foreign-exchange problem, the defense-support program 
proposed is primarily related to the need to meet local costs of certain 
essential military construction. 

We are also proposing an appropriation of $48 million for special 
assistance. These funds will enable us to carry out programs in a 
number of countries. Among these will be programs for specific 
developmental projects in Afghanistan and in Nepal, and for the 
import of certain essential agricultural commodities into Israel. The 
full program detail for the use of these funds is contained in the presen- 
tation books which have been submitted to the committee. 

$41.7 million is proposed to provide technical assistance. This 
assistance will be given to each of the countries receiving defense 
support, each of the countries receiving special assistance, and, in 
addition, to India and to Ceylon. It will also support certain regional 
activities in the area. Details of these programs are contained in the 
presentation books, and additional detail can be provided on request. 

The total program proposed, as stated in the beginning, is for 
$310 million. $25 million is for UNRWA. Of the remainder- 
defense support, special assistance and technical cooperation—-$230 
million is for nonproject aid and $55 million is for project assistance. 

The committee will see from the detailed descriptions of the pro- 
posed programs in the presentation which has been submitted, that 
the main fields of concentration in the support proposed for project 
types of activity are development of agriculture and natural resources, 
education and transportation which together absorb approximately 
half of such funds. 

There is one final point I would like to make, Mr. Chairman, which 
refers to a question asked by Mr. Merrow on Wednesday, where he 
asked about cuts made in program estimates prior to their submis- 
sion to Congress. 

I have checked through the records on the 12 countries in this area 
where we had active programs last year. As you know, the original 
program estimates are developed by the missions in the field, in con- 
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sultation with the Embassy and the MAAG and come back to Wash- 
ington as recommendations as to what is required in the way of aid 
in order to obtain our objectives. 

Now these are reduced from what the countries sustain. Never- 
theless we review these estimates again in Washington. The extent 
of that review is indicated by the fact that as a result of it our pro- 
gram proposals for technical cooperation in these 12 countries are for 
amounts 24 percent less than were regarded as necessary by the field 
missions. 

In the case of special assistance they are 31 percent less and in the 
case of defense support they are 27 percent less. 

I think it indicates the severity with which the original field esti- 
mates have been pruned. If the committee would wish, off the record, 
to have a comparison of field estimates with the illustrative adminis- 
tration proposals for each of the countries, | will be glad to furnish that 
information. 

Mr. Merrow. Mr. Chairman, I would like to have that information 
off the record. 

Mr. CarNnanAN (presiding). Mr. Bell, you may proceed now. 

Mr. Berti. This has to be off the record, I am afraid. 

(Discussion was off the record.) 

Mr. CarnauHAan (presiding). Thank you, gentlemen, for the pres- 
entations and we will begin now at the other end of the table for 
questioning. 

Mr. O’Hara, do you have questions at this time? 

Mr. O’Hara. Not at this time, Mr. Chairman, a little later. 

Mr. CarNnanaAn (presiding). We will go next to Mr. Curtis. 

Mr. Curtis. I would like to question Mr. Rountree with reference 
to page 6 of his statement relating to the Jordan program for using a 
portion of her share of the Yarmouk water. Does Israel have any 
agreed share of that water? 

Mr. Rounvrrer. Sir, this relates to the discussions between Ambas- 
sador Johnston and the representatives of the Arab States and Israel 
concerning the possibility of a unified Jordan plan under which this 
utilization of the waters of the Yarmouk would fall, would be a part 
of the unified program. 

Technical agreement was reached at that time among the parties 
that a certain part of the waters of the Yarmouk River could be 
utilized by Jordan. <A portion of the waters would also be utilized 
under the development scheme by Israel. 

This project, undertaken by Jordan in the absence of ability to agree 
on the broader Jordan River development scheme, is well within the 
quantity of water which it was understood would be the Jordan share 
of the Yarmouk River. 

Mr. Curtis. I missed part of that. Well within the quantity 

Mr. Rountrer. The share that would be Jordan’s, under the 
proposed plan. 

Mr. Curtis. Although my next question relates to military assist- 
ance, I am going to ask you about it because it has political implica- 
tions. 

We hear complaints about American delivery of arms to the Arabs. 
[Security deletion.] 

Have you any comments on the reactions to that program? 

Mr. Rountree. I will be pleased to comment on it, sir. Of course, 
we all agree that it is unfortunate that our resources and the resources 
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of other governments must, in the situation as it is today, be turned 
into military purposes. 

Certainly there are very great and pressing needs in the Arab 
States as in other states for economic development. We would much 
prefer naturally to put our aid into more constructive purposes than 
military programs. 

The situation in the Middle East today, where there are threats 
and intra-area problems of considerable magnitude requires, I think, 
the maintenance by the independent countries of the area of reasonable 
defense forces to preserve internal order and to put up resistance to 
threats of aggression, it is in the context of the necessity of maintaining 
such reasonable forces that we have agreed to undertake military 
programs in some of these countries. 

Mr. Curtis. Are they furnished under agreements that they will 
not be used for offense purposes? 

Mr. Rountree. Yes, sir; we are assured under agreements that 
we have that they will not be transferred to other countries and will 
be used only for defense purposes. 

I will be glad to make one comment off the record, if you would like. 

Mr. CarNaHwan (presiding). Off the record. 

(Discussion was off the record.) 

Mr. Curtis. Thank you, Mr. Chairman. 

Mr. CarnaHan (presiding). We go now to Mr. O’Hara. 

Mr. O’Hara. Mr. Bell, I found your statement very interesting 
and very heartening. You are evidently doing a great job. 

I have not had time to go over the figures, as I intend to later, 
but I know this question will be asked me at home and I would like 
to get information with which to answer it. Are we increasing or 
decreasing our help to Israel? 

Mr. Bex. Programed aid to Israel has been declining. 

Mr. O’Hara. What is the reason for that? 

Mr. Bett. I think it is primarily a reflection of the improvement 
of conditions there. It is by far the most rapidly expanding economy 
in the area. It has by far the highest concentration of skills and 
abilities. This is a place where you really get things booming. 

Mr. O’Hara. I do not know that that answer would be quite 
satisfactory to my constituents. 

Mr. Betu. Well, it has the highest standard of living in the area. 

Mr. O’Hara. Is our decreased aid reflective of a weakening of our 
support of Israel? 

Mr. Betu. No, the Israeli Ambassador has recently discussed 
this question with Mr. Smith—-not the question of whether it indi- 
dicated a decrease in interest, but with regard to the use of the 
Development Loan Fund. [Security deletion.| 

This is more a question of grant aid decreasing than looking forward 
to any lack of interest in the country. 

Mr. O’Hara. Am I to interpret that as meaning we are not doing 
much now but at some time in the future we may be able to do more? 

Mr. Bextu. We are doing quite a bit for them. 

Mr. Rountree. I wonder if I might comment. 

Mr. O’Hara. Yes, I am asked these questions constantly. There 
have been inquiries among our constituents, that because of the 
dispute on the canal, Israel is still being penalized. 

Mr. Rounrrer. I do not believe the facts warrant that conclusion 
by any means. I think the facts are quite to the contrary. During 
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the period following the withdrawal of Israel from the territory which 
it occupied, American economic relations with Israel have been 
restored and indeed the amount of assistance which Israel is receiving 
at the present time is considerable, considering the size of Israel, the 
population of Israel, and also considering the very substantial assist- 
ance which Israel receives through private channels from Americans 
and others who wish to contribute to the Israeli State. 

For example, we have announced a Public Law 480 sale program 
this year of $35 million which is quite in excess of anything Israel has 
received in past years and as Mr. Bell indicated, we are discussing with 
the Israelis now the question of development loan assistance. 
Recently, the Export-Import Bank announced the extension of a 
$24.2 million loan for the development of the water resources of 
Israel. 

The ICA has extended, I think a total of $7.5 million during the 
current year in grant and special assistance to Israel. 

The technical assistance program has continued on a substantial 
scale, 

Taken in total this program during the current year is an appre- 
ciable program and would, I think, demonstrate that there is no lack 
of interest on the part of the Lnited States in Israel, or in the eco- 
nomic development of Israel, despite the fact that there was some 
interruption at the time of the Sinai campaign of the normal:aid and 
economic relationships. 

Mr. O’Hara. Thank you. 

Mrs. Ketty. When you say this year, when do you mean, 1957 or 
1958? 

Mr. Rountree. The fiscal year ending 1958. The current fiscal 
year. 

Mrs. Ketty. Where does Public Law 480 appear? 

Mr. Be.y. At page 92 in the green book. You will notice a table 
of the 480 program. 

Mrs. Ketiy. On page 91 it shows you had 25 in 1957. What is 
that, 7,000 in 1958? 

Mr. Bet. Page 92, the table at the bottom. 

Mr. CARNAHAN (presiding). The time of the gentleman has expired. 

Mr. O’Hara. Mr. Chairman, might I suggest a statement be put 
in the record covering what our program for Israel is during the 
coming year? 

Mr. Vorys. It is on page 85. 

Mr. O’Hara. That is a secret document. 

Mrs, Ketiy. I do not see 85. That is what I am seeking, Mr. 
Vorys. [Security deletion.] 

Mr. Vorys. I mean page 85. 

Mr. Bux. It begins on page 85. 

Mrs. Ketiy. On page 87, your proposed 1959 is [security deletion]. 

Mr. CarNAHAN (presiding). What is your suggestion again, Mr. 
O’Hara, please? 

Mr. O’Hara. That some statement be made that we can use 
publicly. The figures we are talking about now are in the secret 
document. 

Mr. CARNAHAN (presiding). Is it possible to put in the hearings a 
statement which will not be classified? 

Mr. Vorys. Could I ask this, whether the figure on page 85 which 
is not shaded, for instance the figure of $292,382,000 cumulative is 
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classified? This runs away over $100 per capita and I think exceeds 
the amount per capita for any other nation in the area. Is that 
cleared? 

Mr. Bg tt. Yes, sir; that is unclassified. 

Mr. CarRNAHAN (presiding). May we have an answer to Mr. 
O’Hara’s question? Is it possible to get the statement in the running 
account of the hearings? 

Mr. O’Hara. If somebody says to me ‘“‘We are not giving as much 
to Israel,” I should like to have the exact figures to answer one way 
or the other. 

Mr. CARNAHAN (presiding). Such a statement will be submitted for 
the hearings. 

Mr. Rounrres. I think we can recognize quite frankly that one of 
the great problems we have in the Middle East today, in the Arab 
States, is the belief that the support of the Israel State is very great as 
compared with any other tate in the area. 

[Security deletion.] 

Mr. O’Hara. It might be done in 200 words more or less, covering 
all the years of the program and how much we are doing in the coming 
year in comparative percentages with other countries, so we can 
show that as an official statement. I think it can be covered in 200 or 
250 words. 

Mr. Rowunrres. I do not think we can quote figures for the coming 
year because that is classified. 

Mr. Jupp. They might not get the amounts you propose. 

Mrs. Boiron. We can do it to the end of 1958 because it is right 
here. 

Mr. Rounrresz. Right. We can’t do it for the coming year be- 
cause all of those figures are classified. 

Mr. CarNAHAN (presiding). This is an executive session. I see no 
reason why it should not go in the hearings of today’s proceedings. 

(The information requested is as follows:) 


U. S. Government economic aid to Israel since May 1948 


[In millions of dollars] 


Total mutual Public Export- 
Year Technica] |Development security Law 480 Import Grand 
uid assistance program (Title I) Bank | tot i] 


assistance 


Fiscal year— | 


1950 ; 1 $135.0 | $135.0 
195] __- bd 
1952 2 $63.5 $63. 5 | 63.5 
1953 - $3. 5 70. 2 73.7 73.7 
1954 1 52.5 54.0 } 54.0 
1955 1.5 3 40.0 41.5 $13.1 54.6 
1956 1.5 125.0 26. 5 27.9 54.4 
1957 $1.8 625.0 26.8 10.7 | | 37.5 
1958 1.5 77.5 9.0 35.0 24.2 68. 2 
Cumulative total 11.3 283.7 | 295.0 | 86.7 159. 2 540.9 





1 These credits were authorized in calendar year 1949. A total of $21,900,000 of principal has been repaid , 
leaving the principal outstanding as of May 31, 1957, at $113,100,000. In addition, Israel has paid $24,800,000 
in interest on this loan as of May 31, 1957. 

2 Includes relief assistance. 

$50 percent ($20,000,000) was extended to Israel on a loan basis 

4 Includes $5,000,000 of 3d country currencies. Of $25,000,000 total, $12,500,000 is available on a loan 
basis, 

5 Funds actually obligated. 

6 Of $25,000,000 total, $10,000,000 is available on a loan basis. 

7 Special assistance. Israel has pending applications for loans from the Defense Loan Fund on which 
action has not been taken to date. 


Norte.—All figures have been rounded out. 
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Mr. Carnauan (presiding). We will proceed with the next member, 
Mr. Prouty. 

Mr. Provuty. Mr, Chairman, I hope this discussion has not been 
taken from my time. 

I should like to address my first question to Mr. Bell and in so 
doing I wish to refer to a statement made by Secretary Rountree in 
which he says, “The standard of living of millions in this general area 
is moving upward.” 

Then I would like to turn to the second paragraph of your statement, 
Mr. Bell, on page 11 in which you indicate that the gross national 
production of various countries in the area has risen quite appreciably. 

Does this mean that the standard of living has increased in those 
countries, or has the gross national production gone up as a result. of 
inflationary pressures or for other reasons? 

Mr. Batu. | think that it is fair to say that the standard of living 
has increased very little. That the bulk effect from the change in 
gross national produc tion has been to permit investment for develop- 
ment, which is going to pay off in the long run, but pays off very 
slowly. Most development project are slowly bearing fruit. All our 
figures, however, are based on constant prices so they do not reflect 
inflation. 

Mr. Prouty. In Turkey the cost of living index has increased from 
136 to 150 during the past year. | imagine this upward trend has been 
evident in some of the other countries as well. 

Mr. Bruit. It has probably been worse in Turkey than in most. 

Now my next question is to Mr. Rountree. Mr. Secretary, in your 
judgment is it pone to bring about any semblance of political 
stability in the Middle East until some solution is found to the Arab 
refugee problem? 

Mr. Rountree. I do not think there can be any real peace and 
stability in the area until this question can be resolved. Of course 
there can be relative quiet and relative tranquility but until there can 
be some solution to the problem of these 900,000 refugees, I think 
the area is going to be torn in dissension to a greater, or lesser extent. 

Mr. Prouty. It has been suggested by some that if Israel were to 
offer to allow the Arab refugees to return to Israel and settle there, 
practically none of the refugees would do so. However, it is felt in 
some quarters that such a gesture by Israel might ease present tensions 
and make possible the eventual resettlement of the refugees in other 
areas. Is there any logic in such an approach? 

Mr. Rounrres. I think, if there should be a combination repatria- 
tion program and a compensation program, that certainly some of the 
refugees would choose not to go to Israel and would use their com- 
pensation for settlement elsewhere if they were permitted freedom, 
also to resettle. 

I think it is very difficult and can be only a guess as to what portion 
would actually go to Israel if they were given a free choice of returning 
there to Palestine territory or the choice of going to some other 
territory. 

Mr. Proury. If I have time I would like to address a question or 
two to Admiral Bergin. 

On page 2 of your statement, Admiral, you say: 

The forces which we have helped Greece and Turkey develop make a vital 
contribution to the security of NATO’s right flank. 
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Is there any working relationship between the forces of those two 
countries at the present time? 

Admiral Brrern. Through the NATO organization; yes, sir. 
There are, as you know, strained relations over other political prob- 
lems. 

Mr. Provuty. Are joint exercises of any kind held? 

Admiral Berern. No joint exercises as between those two countries, 
but through NATO; yes. 

Mr. Provuty. We have been told that in Pakistan the Government 
is spending approximately 70 percent of its annual budget in support 
of its military forces. 

I find that in the book before us the figures range between 35 and 
32 percent. Those are listed under defense expenditures. 

Admiral Brrarin. The question is, is it 32 percent? 

Mr. Provuty. Is it 32 percent or is it 70 percent as we have been 
told? 

Admiral Brerer. Thirty-two percent as in the book, sir. 

Mr. Provuty. If I am not mistaken, the Comptroller General sug- 
gested that 70 percent was being spent and he was somewhat critical 
because he believed the economy of the country would not justify 
such a high rate. 

Admiral Brerern. I know of no 70 percent, sir. 

Mr. Bett. I believe, Mr. Chairman, I can answer this. I spent 2 
years in Pakistan working on this problem. I think the difficulty 
here in calculation arises in that the figure of 69 to 70 percent is an ac- 
curate figure for the percent of the Government domestic revenues 
which is spent, whereas the 39 percent in 1957 represents the total 
of all Government expenditures. If you look at the yellow sheet on 
Pakistan, I think I can illustrate this point. It shows total expendi- 
tures of the country at 547 in 1957, this is down in the right hand 
corner, then it shows defense expenditures as a percentage of total 
Government expenditure, 39 percent. But if you look up again, it 
says “Revenues, excluding receipts of United States grant aid,’’ it 
is 300. If you take 211 which is the total defense expenditures, I 
think you will see it is roughly 70 percent of 300 which indicates 
that approximately two-thirds of Government revenues do go for 
defense and I know this is the fact. 

Admiral Beran. We have a defense costing survey going on in 
Pakistan, now, trying to determine what would be a logical level of 
defense expenditure. 

Mr. Provuty. Do you intend to reduce your present force objectives? 

Admiral Bercin. That depends on JCS recommendations, sir. 
[Security deletion.] 

There will have to be a recognition of the survey and other world 
conditions. 

Mr. Provuty. Thank you, Mr. Chairman. 

Mr. CARNAHAN (presiding). Mrs. Kelly. 

Mrs. Kevtiy. Thank you, Mr. Chairman. We have had the general 
outline of the United States objectives toward the Near East and 
Southeast areas, to maintain their independence, freedom. and 
integrity. 

I think those were the words used. Our policy toward an aggressor 
is established, but our policy, in view of the subversion and the 
foothold Russia has in this area, is a little indefinite, I would say. 
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Could it be said that an economic step-up is the policy for meeting 
this subversion—and I want to follow that up before you answer. 

On page 12 of Mr. Bell’s statement, I think it is, we have obligated 
$305 maillion for 1957, and for 1958, $207 million, so that is a decrease 
of economic aid to this area. And then if you go to your first page, 
Mr. Bell, you have the total program, $310 million, compared with 
estimated obligations of $299 million. 

Now, which of these figures are correct? In the first page of your 
statement you have $310 million. 

Mr. Beuu. I can explain that. Do you want Mr. Rountree to 
answer first? 

Mrs. Keuuy. Either one. 

Mr. Bau. Well, there are two things to say about the figures. 
The figures on page 12 refer only to part of the aid, whereas the figures 
on page | refer to the combination of all economic assistance programs, 
defense support, special assistance, technical cooperation and aid to 
Palestine refugees. 

Mrs. Keuuy. In other words, on page 12, in fiscal 1957 we obligated 
$305 million and it is only defense support? 

Mr. Breutu. Defense support, and other categories, but only to that 
part not administered as aid to projects. It is termed nonproject as- 
sistance in the book before you. 

The second thing I would like to say about it is, the reduction in 
these total aid figures, particularly if you compare with 1957, reflects 
a change in definition of defense support because in 1957 defense sup- 
port included economic development aid, whereas in 1958 and 1959 
we are looking to the Development Loan Fund for that. 

Mrs. Ketuy. The small increase then, is that the method of meet- 
ing subversion in this area? 

Mr. Be tu. As far as the economic side is concerned, we are hoping 
that there will be an adequate Development Loan Fund to permit 
some vigorous increase but on a loan basis rather than grant. 

These funds we are talking about this morning are merely to keep 
them even. 

Mrs. Ke_ity. You mean to keep the economic aid in the assistance 
program even in these countries? 

Mr. Bex. To enable the countries to avoid going backward. Their 
not going backward is important to us. 

Mrs. Ketiy. You mean going backward in what way? 

Mr. Bett. In order that their standard of living may not go down 
and create political instability as a result of which they would not be 
able to maintain the military forces that have been agreed. In this 
part we are proposing grant assistance, but for their future develop- 
ment, which I think is quite an important objective of the United 
States, the vehicle we are dealing with there is the Development Loan 
fund. 

Mrs. Ke.uy. In other words, the Development Loan Fund is more 
or less going to supplement that? 

Mr. Bett. Yes. 

Mrs. Ke.tity. You mentioned Israel in the plan for development 
Joans. What other country 

Mr. Bett. I could not tell you precisely, but I believe Ambassador 
MelIntosh is to appear before you to tell you about that. 
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Mrs. Keuuy. [Security deletion.] 

Egypt is being continued with the same amount? 

Mr. Bex. There is no aid to Egypt. 

Mrs. Keury. Let us turn to Egypt. You have a certain amount, 
some $600 million, I think, deposited there this year to continue the 
program of 1953. Perhaps I read it incorrectly. 

Mr. Be ut. I will correct myself to say we did spend some $600,000 
this year in carrying out an obligation we had made earlier, but we 
propose no new funds for 1959. 

Mrs. Keuiy. You closed out an obligation this past year with 
$600,000? 

Mr. Breit. We provided $600,000 toward a commitment we had 
made. The Egyptian-American Rural Improvement Service. 

Mrs. Ketiy. Does that close out our obligation? 

Mr. Be.tu. No; this was a 7-year program and the agreement which 
we had called for a joint contribution from time to time by the two 
Governments. We were in the position where if we did not make 
the contribution at this point we would have been in default on our 
obligation. 

Mrs. Ketiy. What is the amount left in the obligation? 

Mr. Be tt. I can find out for you, Mrs. Kelly. I could not tell you 
offhand. 

Mrs. Ketiy. The 7 years goes back to 1953, is that correct, when 
that was first started? It was 2 years running; is that correct? 

Mr. Be... I am not certain. 


STATEMENT OF ALBERT E. FARWELL, OFFICE OF NEAR EAST AND 
SOUTH ASIA OPERATIONS, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Farwe.i. This program started in 1953. There was an 
amount of $10 million available over a period of 7 years. The amount 
released was to prevent our being in default on United States obli- 
gations. 

Mrs. Ketiy. Will you provide the figure for which T asked? 

Mr. Farwe.u. Yes. 

(The information is as follows:) 

The unexpended balance remaining obligated for the Egyptian-American Rural 
Improvement Service project is $5,034,000. 

Mr. Zasiockt. We do not have an active program in Egypt at 
present? 

Mr. Betui. What we have in Egypt at the moment is one controller 
sitting in Cairo checking books. 

Mr. Zasxocki. Nothing else? 

Mrs. Ketiy. Yes, but you have a program. [Egyptian-American 
Rural Improvement Service, and that started in 1953, and it has been 
running for 7 years and this past year they deposited $600,000. 

Mr. Beuu. That is right. That activity is continuing but there 
are no—— 

Mrs. Ketiy. You have one man watching that $600,000. 

Mr. Bei. We have one man on our staff; that is right. The 
activity on the EARIS, the Egyptian-American Rural Improvement 
Service, is being conducted by the Egyptians. We have no tech- 
nicians on that project at this time. They were all withdrawn. 
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Mrs. Keuiy. And we have one man watching that? 

Mr. Rountres. That is not his sole purpose. 

Mrs. Ke.iy. How many Russians are in there watching anything 
they are doing? What is the intelligence on that? And also in 
Syria? 

Mr. Rountree. First, let me say this is not the sole function of 
the man in Egypt. 

Mrs. Kevtity. You mean our one technician? 

Mr. Rountree. Our one man. 

Mrs. Ketiy. That makes it worse. 

Mr. Rountresz. Our program has, in Egypt, for all intents and 
purposes, been suspended. 

Mrs. Kexity. Then why did you deposit more money in there? 

Mr. Rountren. We have done two things since the virtual sus- 
pension of our program in Egypt. There had been a number of 
items that we had contracted for that were committed and ready to 
go forward when the program was suspended and which we permitted 
to be delivered. These were pipeline items. 

Mrs. Keutry. I cannot hear what you are saying. 

Mr. Rountresr. Mr. Bell said we made a payment of $600,000 to 
the Egyptian-American Rural Improvement Service on a commitment 
which had earlier been made, and also in the hope that the situation 
might eventually improve, whereby this organization, which has a 
very good concept, 1 think, can play a constructive role. We did 
not want to see our participation in this come to an abrupt and final 
end and for that reason we decided that it was wise to make the 
contribution of $600,000. 

Mrs. Ketiy. While you made the contribution, is it going to be 
spent——— 

Mr. CarNnanaN (presiding). Your time has expired, Mrs. Kelly. 

We will call the next member, Mr. Adair? 

Mr. Aparr. I will address my question to all three of you. Along 
this same line, would you tell the committee specifically what is pro- 
eramed for 1959, either under the mutual security program or Public 
Law 480, for Egypt, Syria, and Yemen? 

(Security deletion.) 

Mr. Aparr. For those three countries for fiscal year 1959? 

Mr. Rountree. That is right. 

Mr. Anpair. In line with the questioning of the gentlelady from 
New York, do I understand you may have an obligation under this 
existing agreement with Egypt that you could be called upon to put 
in some mone y? 

Mr. Rountrer. That is possible. 

Mr. Apatr. So that would have to be added to your obligations; it 
could not be in 1959? 

Mr. Beuu. We have funds from previous programs for Egypt which 
have not been deobligated which could be used without requiring 
additional appropriations in 1959. 

Mr. Aparr. But it could require additional expenditure? 

Mr. Betu. That is right. From funds previously appropriated. 

Mr. Aparr. Where are those funds now? Are they a part of this 
$30 million carryover? 

Mr. Betu. They are a part of the previous years’ funds. I do not 
know whether you would call them a carryover or not, they are 
obligated funds. 
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Mr. Aparr. In what category would these specific funds exist? 

Mr. Betu. They are pre-1958 funds. 

Mrs. Ketty. We do not know how much is left. $13,086,000, 
unliquidated. It is on page 33. 

Mr. Aparr. Now, are there any other programs similar to this 
Egyptian-American one upon which we might be called to make ex- 
penditures for any of those 3 countries in fiscal 1959? 

[Security deletion.] 

Mr. Aparr. Is that direct dollar support to the Jordanian budget? 

Mr. Rountrer. Would you answer that, Mr. Bell? 

Mr. Bex. Yes. 

Mr. Aparr. Is it paid in dollars? 

Mr. Bett. It is paid in dollars. 

Mr. Aparr. Do we have substantial counterpart funds in Jordan 
now? 

Mr. Brett. There are no counterpart funds arising from this 
transaction. 

Mr. Aparr. I mean counterpart funds from any source. 

Mr. Betu. No, sir. 

Mr. Aparr. So this is a dollar contribution to the Government of 
Jordan? 

Mr. Bett. That is right. 

[Security deletion.] 

Mr. Apatr. Thank you. 

My final question, Mr. Chairman, is this: We had conversations 
several days ago here about the movement of Moslem pilgrims to 
Mecca by American planes. I do not know, Admiral, whether this 
ought to be yours or Secretary Rountree’s or whose. 

I have three questions about that. I understand we were reim- 
bursed. I would like to know how much. 

Secondly, to whom did the money go and, thirdly, by what legisla- 
tive authority this money was transferred to charities, as I understand 
that it was. 

Mr. Rountrexz. Sir, unless the admiral is prepared to answer the 
question, I would like to take— 

Admiral Breretn. I do not have the detail, but I do recall there 
was a transfer and I recall that it was in service airplanes and that 
they were reimbursed. 

Mr. Aparr. And the moneys then went to charities, we were told. 

Mr. Rountrer. I suggest we take notice of this and submit a reply 
to your questions. 

Mr. Apatr. Would you do that? How much, to whom, and by 
what authority? 

(The information is as follows). (See also testimony of Hon. 
James H. Smith, Director, ICA, and Robert Barnes, Special Assist- 
ant for Mutual Security Coordination, March 12, 1958.) 


AIRLIFT OF PILGRIMS TO MECCA 


Mr. Smith supplied information to the committee on the subject of the airlift 
of pilgrims to Mecca, the tremendous benefits which resulted in achieving United 
States foreign policy objectives and the credit which redounded to the United 
States for these humanitarian gestures. There follows the additional specific 
information requested by the committee. 

In August of 1952 emergency transportation was provided for pilgrims who 
were stranded in Beirut on their way to Mecca, This transportation was supplied 
as a result of an urgent appeal of the Lebanese Government. Three local airlines 
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had oversold tickets on the normally scheduled and special flights, and had col- 
lected fares from the pilgrims in the amount of some $200,000 in excess of the 
transportation they were able to provide. Following the Lebanese appeal the 
determination was made, on political grounds, that the United States Air Force 
would offer a special emergency airlift but that it would not claim reimbursement 
for the pilgrims’ transportation. 

On the other hand, it was deemed unwise to provide free transportation for 
some pilgrims while others paid normal commercial rates. It was therefore de- 
cided that the United States Government should not enter into the arrangements 
except in terms of providing the transportation. A Moslem welfare committee 
composed of 14 leading Moslem dignitaries and personalities in Lebanon was 
established by the Lebanese to receive, and subsequently to distribute, those funds 
collected by the airline for transportation they were unable to provide and which 
the Air Force did provide. The three airlines involved, therefore, turned over to 
the American Ambassador a sum of 707,400 Lebanese pounds in trust for his 
presentation to the Moslem welfare committee. This was done on October 25, 
1952. These funds were not collected by or on behalf of the United States Gov- 
ernment and were turned over to the Ambassador by the airlines for the sole 
purpose of presentation to the Moslem Welfare Committee. The question of the 
legislative authority for the transfer of such funds therefore does not arise, since 
no such transfer took place. In providing the airlift, the United States Air Force 
of course acted pursuant to the authority governing its own activities. 

From the standpoint of the long-range foreign policy objectives of the United 
States, this was a most effective and worthwhile operation on the part of the 
United States Government and the Military Air Transport Service. 

In a similar but unrelated situation, the United States and the Government of 
Afghanistan agreed in June of 1956 to a project for the comprehensive develop- 
ment of air transporation including airports, communications, and modernization 
of the Afghanistan Airline (Aryana) over a 3-year period. Negotiation of this 
yroject was regarded as particularly significant to our foreign policy objectives. 
Tn connection with this project the Government of Afghanistan requested that an 
airplane be supplied to Aryana Airlines to help transport Moslems from that 
country on their pilgrimage to Mecca in view of the inadequacy of the airline 
facilities. The United States agreed to furnish, under contract to Pan American 
World Airways, one aircraft for this operation. Each pilgrim paid the equivalent 
of $90 in afghani for the round trip. The proceeds were collected and utilized 
by Aryana Airlines, which is the airline participant in the air transportation de- 
velopment project. The total cost of the Haj pilgrimage was approximately 
$195,000, which was charged to mutual security funds. 

The meeting of the pilgrimage transportation need at that time was of particular 
significance in our relations with Afghanistan. 


Mr. CarNAHAN (presiding). Mr. Zablocki? 

Mr. Zastocki. When the program was enacted in Egypt we had 
11 people there. That is what the chart on page 34 indicates. 

Mr. Beuu. At the end of the year? 

Mr. Zasiocki. You had more than that prior to the end of the year. 

Mr. Betu. Yes. 

Mr. Zasiockt. Why doesn’t the chart show the amount you had at 
the beginning? 

Mr. Bev. The structure of this chart gives the figure as of June 30. 
It happens in Egypt to give you a confusing picture of an operating 
program, because by that date operations personnel had largely been 
reassigned to other stations. 

Mr. Jupp. At the top you have 395. 

Mr. Zasxtockr. No, that is money. 

He is talking about people the figures below the total country pro- 
gram. I think it would be interesting to have the number of personnel 
and how they were phased out. 

Mr. Betu. We can furnish that for the record. 

(The information is as follows:) 

As of June 30, 1956, when the program in Egypt was activated, there was a 
total of 96 program people on duty, of whom 84 were United States employed 
technicians and 12 were contract technicians. 
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Mr. Zasiocki. Mr. Chairman, it is interesting to me that the 
Eisenhower Doctrine, or the accomplishments or success of the 
Richards mission is not included in any of the three reports we have 
received today. 

Mr. Rountree. Do you mean details, sir? 

Mr. Zasutocki. The details, Mr. Secretary. 

Mr. Rountree. It is not referred to in detail, but I did refer to it. 

Mr. Zastocks. You referred to it briefly. 

Mr. Bet. I think the report on that was just submitted. 

Mr. Vorys. Would the gentleman yield for a second on that? 

The President submitted a report on it March 5, 1958, showing a 
total of $123 million available and then showing commitments, but 
so far as I can see, it does not show in our books where the Richards 
money worked into the program. We had a report on it, but it isn’t 
tied up with this. 

Mr. Zasrocki. I did not imply that the committee did not receive 
a report, but I say the three statements we had this morning did not 
refer to the expenditure, obligation, or commitment of United States 
dollars under the Richards mission. 

Mr. Vorys. And I cannot find it in the secret books. 

Mr. Rountrer. I have the report right here, sir, if you would like 
information on it. 

Mr.-Zapswocki. Yes. 

[Security deletion. ] 

Mr. Apatr. Could you say in a word, Mr. Secretary, what that is 
for? 

Mrs. Ketty. It is obligated. 

Mr. Apatr. I know, but the purpose—— 

Mr. CarNAHAN (presiding). Do you wish to use the remainder of 
your time to have it read, or would you like to have it submitted for 
the record? 

Mr. Zasiockit. Mr. Chairman, I think it would be advisable if 
the report were not submitted for the record, but would be presented 
now. We may have questions on it. 

Mr. Jupp. | agree with you. 

Mr. CarnaHaAn (presiding). You may go ahead and read the mate- 
rial. 

Mr. Vorys. Will the gentleman yield further? 

It also should show how it ties into the tables we have in this 
book. I have not been able to find any place where the Richards 
money is identified. 

Mrs. Ketiy. I looked for it and could not find it. 

Mr. Bett. I think there is one example, Mr. Vorys, on page 175, 
under the recitation of accomplishments, in the right-hand column. 
It points out that for the Baghdad Pact, regional projects, commit- 
ments, totaling [security deletion] made under the Middle East reso- 
lution by Ambassador Richards. ‘There is a reference at least there. 

Mrs. Ketiy. In the green book? 

Mr. Bet. In the green book, the right-hand column. 

Mr. Rounrrer. | am not sure that I know how you want to proceed 
on this. 

Mr. Zasiocki. I thought we could have the list of the commit- 
ments as a result of the Richards mission read, and if there are any 
questions, you can comment on them. 
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Mrs. Ketity. What about the obligations? We had that last year. 
Let’s get to what they did with it. 

Mr. CARNAHAN (presiding). Let’s have the presentation of the 
commitments first. 

[Security deletion.] 

Mr. Zasuiockt. Is that the only commitment that has originated 
as a result of any other contact than the Richards mission? 

May I rephrase the question? How many of these commitments, 
obligations, arrangements, or contracts were made prior to the 
Richards mission and only confirmed by that mission? 

Mr. Rountree. | think that was the only one and then our——— 

Mr. Zastocki. Mr. Secretary, for example, let us take Afghanistan. 
Did we have a program for Afghanistan prior to the Richards mission? 

Mr. Rownrres. Yes, but this is a figure of [security deletion] which 
was an additional commitment undertaken by Mr. Richards on: his 
authority under the mission which he was performing on behalf of the 
President and the Secretary. This was an additional commitment. 

Mr. Apvarr. Would the gentleman yield just for a question there? 

Mr. Zaswockt. I yield. 

Mr. Aparr. That is the reason, Mr. Chairman, that I think it 
would be very desirable, if not necessary, that we have just a word of 
explanation as to what each of these amounts is for. I do not mean 
anything in detail, but just some place, maybe not now, but I would 
like to have it for myself, if the committee does not want it. 
(See p. 696). 

Mr. CARNAHAN (presiding). Mr. Rountree, would you complete 
the presentation? 

Mr Rountree. We had a total of $118,937,000, of which $67 ,900,- 
000 was development assistance and defense support, and $51,037,000 
was for military aid. 

Mr. CarNaAHAN (presiding). The time of the gentleman has long 
since expired. 

Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. I have just one or two 
questions here. 

l appreciate this information very much, Mr. Bell. I think you 
have done a particularly good piece of work. 

Now, do I understand that when you said the technical assistance 
had been reduced by 24 percent and so on, that was all right for the 
record? 

Mr. Bei. Yes, sir. 

Mr. Merrow. And is this tabulation all right for the record? 

Mr. Be.y. We can give you the totals, but not the individual 
countries. 

Mr. Merrow. Now, I think the question was asked at the time 
if you could make some kind of an estimate of what the requests were 
by the various countries before it came to the mission. 

Is that an impossible task or can that estimate be done? 

Mr. Brexui. Well, Mr. Merrow, you asked this question on Wednes- 
day and an effort is being made to see what could be done to meet it. 
I merely thought that this was information I knew I could give you 
unclassified now, which would bear upon the point of your question 
even though it did not respond to it entirely. Your general question 
is being looked at. 
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Mr. Merrow. That is fine. 

Now, may I ask this: Is the reduction of 24 percent the result of 
2 cuts, 1 by ICA and 1 by the Bureau of the Budget? 

Mr. Bett. Yes. There is a long process by which cuts are made. 
It is not all the Bureau of the Budget, though, I would assure you. 

’ Mr. Merrow. I do not want to get into too much detail on this, 
or, that is, detail that is excessive. 

Is it possible to say whether ICA cut it so much; it was sent over 
to the Bureau of the Budget, and the Bureau of the Budget has cut 
it some more and now it has come up to the Congress? 

In other words, can this 24 percent, 31 percent, and 27 percent, be 
broken into the 2 departments that made the cut? 

Mr. Bett. Literally, yes, we can do it. Whether or not we can 
give you that information, I just do not know, frankly. It is a matter 
of executive branch policy as to how much it wants to show what the 
results of the Bureau of the Budget action are. 

Mr. Merrow. I wonder if you would be willing to find out? 

Mr. Betu. We are exploring that now. 

Mr. Merrow. Do our military programs—just as in technical 
assistance, special assistance, and defense support—follow the same 
procedure? 

Mr. Betu. They follow the same procedure. Whether they have 
the same result, Admiral Bergin would have to tell you. 

Mr. Merrow. Could you find that out? 

Admiral Brerain. Yes. 

Mr. Merrow. This has been done for this variety of countries. 

Is this being done for the rest of the countries? I asked the Secre- 
tary about that the other day. 


STATEMENT OF HON. MANSFIELD D. SPRAGUE, ASSISTANT 
SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Mr. Spracur. I can answer that for the military program, Mr. 
Chairman. In my statement last week, Mr. Merrow, I indicated 
that the requests that we get from the field, worldwide for military 
assistance from the MAAG’s, is roughly 2 or 3 times the program 
requested for fiscal 1959 of $1.8 billion. 

Mr. Merrow. I believe you did say that, but can it be broken up 
into something like it is on this paper? 

Admiral Brerern. I have not seen it, but 

Mr. Vorys. Will the gentleman yield? 

I would like to join in the gentleman’s request that we get for the 
nonmilitary side of the picture, not only for this area, but if we can, 
in figures, if possible, and percentages for the whole ball of wax, the 
successive and progressive reductions. 

Whether it can be broken down throughout, country by country, 
we ought to have it for the whole program and not merely do it for 
this one area. 

Mr. Merrow. I appreciate that, John, and that is what I was 
trying to get. I can speak only for myself, but I think you and the 
other men who have been involved in this are experts in the field and 
as the requests have come in, they have been cut according to these 
figures nearly 50 percent in some areas and it strikes me that there 
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has been cutting enough done when they get up here. What I am 
opposed to is to see some more arbitrary slashes made. If they are 
made, I would like to know what number of cuts it is. 

Mr. SpraGcur. Mr. Chairman, the purpose of my putting the overall 
figure in my presentation was to indicate to the Congress and for the 
first time, I believe, the fact that, in refining the programs in the execu- 
tive branch, for military assistance at least, there is a considerable 
refinement from what the priorities are, as indicated to us from the 
field, and we do this consistent with what we think is desirable in 
terms of presenting an austere program to the Congress which we 
hope we can fully support. 

Mr. Merrow. | think if we can get all the information for which we 
have asked, we will have a better chance to try to hold it where it is. 

Mr. Spracur. I agree with you, sir, and that was really the basic 
purpose, to show you that the program has already been cut con- 
siderably by the time you get it. 

Mr. Merrow. Thank you. 

Mr. CarNAHAN (presiding). Mrs. Bolton. 

Mrs. Boron. Just as a passing remark, some of us think that the 
Bureau of the Budget should justify its cuts to us. 

I have just a few questions. 

In the Saudi Arabian area, why are we increasing the number of 
the United States military advisers from the Saudi Arabian Army 
from 125 to 225? 

Admiral Beran. That is to meet our commitments. 

Mrs. Bouron. The new commitments about the new fields and the 
military arrangements? 

Admiral Brrain. That is correct. 

(Discussion off the record.) 

Mr. CarRNAHAN (presiding). Mr. Vorys. 

Mr. Vorys. I want to commend this team this morning, but I want 
to call the attention of the committee to the fact that our Assistant 
Secretary of Defense Mansfield Sprague has been here this morning 
and other mornings attending our hearings, which I know will be 
beneficial to him and I think beneficial to us and the program. 

He is out of the room for a minute, so I am throwing him a posy 
behind his back. 

Mr. Zasuockt. Look over your shoulder. 

Mr. Vorys. I want to join with my colleague, Mr. Zablocki, in 
requesting a statement as to how the Richards Mission and the 
Middle East resolution money fits in with this program. I know that 
it has been reported to the committee and to the Congress, but 
whether this shows up in the tables here in the secret books anc 
whether the unexpended balances are programed and how, | think 
should be brought in. 

I want to get a statement, and I would like to get it to go im after 
Mr. Zablocki’s comments, or mine, that will show two things. 

One, to show this committee where to find the stuff in the secret 
books and, 

Two, to show those, who do not have access to the secret books, 
how the Richards program fits into the general program. 

Mr. Zasuocki. You are including in your request to point out just 
what the accomplishments were. 

Mr. Vorys. Yes. And I am not seeking and I am sure you are not, 
another tremendous document that we cannot digest, but something 
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that will tell a little more specifically what was accomplished and how 
it fits in with the whole picture. 


(The information requested appears below. A classified memoran- 
dum was also submitted for the record on this subject.) 


The purpose of Ambassador Richards’ mission to the Middle East was to 
explain the implications of the Middle East resolution, and he was authorized 
to make agreements in principle for assistance which would further the purposes 
of this resolution. In doing so, he utilized authorities of the Mutual Security 
Act of 1954, as amended, supplemented by the provisions of section 3 of the 
resolution. This section merely provided certain additional special authorities 
for the use of already available mutual security appropriations. There were no 
separate or additional appropriations of funds available to the Richards mission. 
It should further be noted that the commitments made by the mission involved 
the use of solely fiscal year 1957 funds. 

Between March 29, 1957, and July 7, 1957, a series of classified communications 
from the Director of the International Cooperation Administration to the chair- 
man of the House Foreign Affairs Committee (and other appropriate committees 
of the Congress) detailed the commitinents made by Ambassador Richards. 
Since these commitments involved the use of already appropriated funds, which 
funds were not separately identified, the resulting programs are included in the 
fiscal year 1957 programs in the presentation book submitted to the Congress, 
but without separate identification. 

In furtherance of the purposes of his mission, Ambassador Richards committed 
$118.7 million in military and economic assistance to 9 countries of the 15 which 
he visited, and additionally made a commitment for assistance to the Baghdad 
Pact. -Of this amount, $51.1 million was for military assistance and $67.9 million 
for economic assistance. However, not all of the commitments utilized the 
authority of section 3 of the resolution. $44.5 million of economic assistance 
and $27.9 million of military assistance was extended under the normal authority 
of the Mutual Security Act. 

The military assistance committed by Ambassador Richards involved antitank 
weapons, small arms, trucks, fighter aircraft, communications equipment, light 
tanks, artillery, and similar items designed to strengthen internal security and 
the ability of the countries to resist aggression. Of a total of $51.1 million, all but 
$19.8 million have been delivered. The undelivered items all involve long lead- 
time equipment. 

Of $67.9 million of economic assistance, implementing action has been taken 
on all but $30 million. This latter amount involves two major projects on which 
negotiations of detailed agreements with the recipient governments have not yet 
been completed, but which are expected to be consummated shortly. The com- 
mitments made by Ambassador Richards involve projects designed to improve 
and strengthen the economic capabilities of the countries, and include provision of 
assistance in economic studies, development of electric power installations, im- 
proved water-supply systems, highway construction, port development, tele- 
communications network construction, and similar matters. In the main, the 
commitments were supplementary to existing economic development activities 
and projects in which the United Stetes was already providing assistance under the 
mutual security program. In view of the supplemental nature of the obligations, 
it is not always possible to segregate the specific expenditures resulting from the 
commitments made by «.mbessador Richards. They are included in the total 
obligation and expenditure reports presented to the Congress in connection with 
the mutral security program. 

In addition to the Middle East programs arranged by Ambassador Richards, the 
authority of section 3 of the resolution was also employed for economic assistance 
in the amount of $55.1 million of fiscal year 1957 funds in furtherance of the pur- 
poses of the Mutval Security Act of 1954, as amended. 

The special authorities provided in section 3 of the Middle East resolution 
applied only to fiscal year 1957 mutval security funds. In consequence this pro- 
vision has not been utilized except as reported above. 


Mr. Vorys. I scolded about Mr. Bell’s stratospheric hypothetical 
exercise the other day and I want to commend him on the presentation 
here this morning. He gives us all the details we want as to how you 
build up the program, and I want to particularly commend bum on 
telling about the accomplishments. 
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I want to read from Mr. Eugene W. Castle on Afghanistan. He 
says, 

In Afghanistan, we have provided expensive airfields in a country where most 
of the travel is still done on the backs of camels. 

Our colleague, Mr. Meader, in the Reader’s Digest said, 

Instead of starting with wheel and axle, ICA gave $14,500,000 last year to start 
5 airports and provide electronic equipment for a sixth which Russia is construct- 
ing. 

This year Mr. Bell comes in and tells us on page 17 of his statement, 

The Afghan Airlines have operated domestic and international scheduled 
flights for nearly a year. Both freight and passenger traffic have exceeded initial 
expectations; the volume of domestic passenger traffic has been phenomenal, 
with bookings several weeks in advance and with tickets selling at a premium. 
In the first 6 months of operation under the American management contract, 
revenues were double those of the entire previous year. In addition, the scheduled 
flights of the Afghan Airlines have undoubtedly strengthened the internal position 
of the Afghan Government. 

This forward-looking program in a country where, because of its 
mountainous character, they probably never are going to have many 
roads, and where air transport may supplement or supersede a lot of 
surface transport, has been advanced and encouraged so that they 
have waiting lines for traffic and the revenues in the first 6 months 
of the American operation doubled those of the previous years. 

We were told that the Russians paved the main street in Kabul so 
all the people could see it. 

Well, if I know any country, they are certainly excited about air- 
planes and air traffic in Afghanistan, and I think we have made a real 
accor plishm ent in this air transport program, which is pointed out as 
a nasty trick that ICA played on Congress and the public. 

I have this question before my time runs out: I have presented this 
question before and maybe we cannot get an answer this morning. 

Mr. Rountree, on page 4 you mentioned that Soviet aid, without 
strings, resulted in paying a twofold price. 

Mr. Bell mentioned the growing demand for improvement in this 
area, 

Yesterday we heard how at the Cairo Afro-Asian Conference the 
Soviets made unlimited offers of aid without strings. It seems to me 
part of our technical assistance should be to tell those countries how 
they can come back and say to the Soviets, ‘“Here is what we want, 
and this is the way we want to arrange it so it will not have strings.” 

For instance, have them ask for raw materials or processed materials 
to come to the border of a country and then be taken over. 

In any case, I think that part of our economic warfare involves 
advising countries that are friendly and those that would like to be 
neutral or friendly, what they should do about proffers of Soviet aid. 

Now, if I have any time left, I would be glad to have comments. 

Mr. Rountree. Of course, we have, sir, from time to time expressed 
publicly our view on this and have extended our advice to friendly 
countries with respect to Soviet aid offers. I might say that in 
general the nations of this area are aware of the real motivation in 
the Soviet offers. They view them with a great deal of caution, as 
they have every right to do. 

Of course, we were not consulted in the case of Soviet offers to 
Egypt, Syria, and Yemen. 
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Mr. Vorys. I am told we were consulted or informed about the 
original Soviet offers ‘9 Egypt. There is no use going back, I guess, 
over that. 

Mr. Rountree. We were not asked for advice as to how to dispose 
of these Soviet offers. 

Mr. Vorys. Members of this committee who have talked with 
Nasser—and I have not—have said that he pointed out certain 
things he needed and that he could get them elsewhere, and we did 
not give them to him. 

Mr. Jupp. He advised us ahead of time over a period of 2 months 
that the Russians were pressing him to take their military aid. Of 
course, many of our people thought he was merely trying to black- 
mail us into us giving him such aid. 

Mr. Rountrer. We knew that they had made offers; yes. At that 
time we had very frank talks with P resident Nasser about aid policies 
in general and what the possibilities were for aid from the United 
States. Indeed, we had at that time discussions which later led to a 
very substantial offer of aid for the Aswan Dam. 

Mr. CarnaHan (presiding). Mr. Judd, you may proceed with your 
questions. 

Mr. Jupp. Mr. Bell, I wish you would refer to your page 33. | 
want to »sk you a question and in the meantime I want to ask a 
question of Secretary Rountree. 

Is Nasser’s radio still whooping it up in the most violently anti- 
American way across North Africa, as he was doing for so long? 

Mr. Rountree. The attack against the United States and the West 
in general has somewhat abated, but I would not say that the Egyptian 
propaganda output is friendly. It is just not as violent as it was. 

Mr. Jupp. Do you have any suggestion as to what will happen to 
seats in the U. N. when Syria and Egypt merge? Do they have 
seat or 2? 

Mr. Rountree. I understand they have a single government and 
the United Arab Republic will have single diplomatic representation 
abroad and in the United Nations. 

Mr. Jupp. That would also apply to the Jordan-Iraq merger if that 
went through? 

Mr. Rounrrer. Not necessarily. It might, but that is one of the 
aspects of the constitutional revision that is being considered at the 
present time, I believe. 

Mr. Jupp. The question I want to ask you, Mr. Bell, on page 33 is, 
in the next to the last line on the right-hand side, rae what purpose is 
the estimated expenditure of $9 million for fiscal year 1958? 

Mr. Betu. That refers, I believe, Mr. Judd, to catinentest disburse - 
ments made against postcommitments. In other words, the expendi- 
ture pattern of reporting is always later after deliveries. The onl) 
new release of moneys in 1958 was the $600,000 that we mentioned. 

Mr. Jupp. Now, I should like to have you read out loud pages 23 
and 24 of your statement. 

There has been so much bad publicity on this Lebanon operation at 
Terbol—iike on the one in Afghanistan. When we saw it we thought 
it was a good job. Yet that has been played up as one of the worst 
boondoggles ever. 

Mr. CarNaHAN (presiding). You may proceed with the reading 
under Mr. Judd’s time. 
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Mr. Bet (reading): 


Lebanon provides still another example of the effect of institutional change 
arising from the mutual security program. In 1952, the Lebanese Government 
requested United States assistance in establishing a national demonstration and 
experimental farm. Terbol Farm, the result of the joint undertaking, now has 
activities which include experimentation and demonstration in such fields as 
animal husbandry, poultry improvement, forestry and range management, 
agronomy, use of farm machinery, irrigation, and agricultural extension. 

The animal-husbandry project proved particularly effective. The physical 
plant at Terbol included a model dairy barn, cattle shed, upright silo, trench silo, 
and barnyard, for which the United States contributed about $50,000 and the 
Lebanese Government the equivalent of $48,000. In addition, the United Statee 
also financed the import of purebred Holstein cattle, for upbreeding the local 
strain, and farm equipment. The aggregate United States contribution to the 
animal-husbandry project was just below $100,000; Lebanon’s contribution, the 
equivalent of $86,000. 

There has been wide acceptance of animal husbandry practices demonstrated 
at Terbol. Large landowners have adopted Terbo! construction practices, and 
are importing additional blooded stock; small farmers have benefited from an 
upbreeding of their stock, (the crossbred cattle have a milk yield more than 
double that of the native breed), and from the adoption of improved feeding 
practices. 

In Anjar village, where most production comes from farms with 1 to 5 cows, 
daily commercial milk shipments to Beirut rose over a 3-year period from less than 
70 pounds to 24% tons daily. Commercial dairying in Lebanon is now a vigorous 
industry; there are 6 pasteurization plants in the Beirut area as compared with 
a small milk plant and 1 dairy in 1952 

The acceptance of the Terbol demonstrations is evident in other fields; hatching 
eggs and day-old chicks of high-producing American breeds of poultry have been 
widely distributed, and there are now 30 commercial poultry producers in Lebanon 
as against only 1 in 1952; controlled grazing practices have proved valuable in 
range management and livestock management on public lands; Terbol Farm is a 
focal point in the extension program. 

In all, the United States has contributed some $349,000 to the establishment 
of Terbol and its demonstration projects; Lebanon has contributed the equivalent 
of $117,000 and has taken over all operating costs. 


Mr. Jupp. This is the kind of project I am glad you played up. 
Thank you, I thought it was one of the best we saw anywhere. 

The charge that came up the other day that we were planting grass 
along the roads, well, part of it is alongside that road and up a border- 
ing hillside. On one side of a trench you can see bare clay and on the 
other side grass, with the soil not blowing away and with good grazing 
land being built up. Every person who rides along that ‘Toad can see 
it and ask, ‘“‘What makes the difference? Why one side so healthy 
and the other so sick?’ 

It can be represented as planting grass along a highway or it can be 
successful evidence of what can be done to keep their soil and provide 
grazing for their stock. 

[ think you ought to be commended for that kind of job and not 
criticized. 

Thank you. 

Mr. Zasuocki. Mr. Bell was also very happy to emphasize and call 
to our attention the success of the community development program 
in India. In our report, as a result of our study mission in 1955, we 
reported as to the village development program and I quote from that 
report: 

The study mission regards this program which requires the least money from 
abroad and contributes most directly individually to the largest number of people 
as an outstanding example of what the point 4 TCA concept originally meant. 


21862—58—pt. 54 
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And further we stated: 


The study mission feels that this dramatic evidence of how happily and how 
successfully men and women can be trained to help themselves is proof indeed of 
the value of simple leadership programs. 


We commented further: 


Too often our interests and resources have gone into projects that are more 
extensive and have contributed far less to the permanent benefit of those we seek 
to help. 


I for one am happy that ICA has put emphasis on a program that 
we have considered beneficial to us. 

Mr. CarNaHAN (presiding). I have here a group of questions pre- 
pared by the staff upon the suggestion of different members of the 
committee, and it is our wish that they be submitted for answers for 
the record. 

(The questions and answers are as follows:) 


RESPONSES TO QUESTIONS SUBMITTED BY THE House ForeiGn AFFarRsS Com- 
MITTEE RELATING TO THE MuTvAL Securiry PROGRAM FOR THE NEAR East, 
Marcu 14, 1958 

EGYPT AND SYRIA 


“1. There is nothing contained in fiscal year 1959 programs for Egypt and Syria 
or for the United Arab Republic. There is, however, an unexpended balance of 
$13 million for Egypt. What is the composition of the assistance still remaining 
in the pipeline for Egypt?” 

The assistance still remaining in the pipeline for Egypt is composed of approx- 
imately $5 million for EARIS projects, approximately $5.6 million for projects in 
the fiscal year 1955 Development Assistance program, and $2.2 to $2.4 million in 
many projects of Technical Cooperation programs for fiscal year 1956 and prior 
yerrs. 

**2. Is there any assistance which was originally firmly programed for Egypt 
which will not be delivered?” 

In July 1956 the mutual security program in Egypt was suspended. However, 
no action has been taken to terminate the bilateral agreements of prior fiscal 
yeirs. In view of this suspension of the active program, there remain outst? nding 
balances in the project agreements which are not now being utilized. No decision 
has been mede to terminate or reactivate the ICA program in Egypt. 

“3. Is the new United Arab Republic continuing to exert pressure on Jordan 
now that Jordan has joined with Iraq?” 

The United Arab Republic continues to put pressure on Jordan and Nasser 
undoubtedly hopes that he will be able eventually to force Jordan’s adherence to 
the United Arab Republic. King Hussein and his government continue to show 
a strong will to resist such pressure. 

When Jordan and Iraq announced their intention to federate, President Nasser 
of Egypt sent a telegram of congratulations to King Feisal of Iraq who is to be 
the head of the new Arab Federation. King Feisal acknowledged this communi- 
cation. Concurrent with the exchange of these messages, the Egyptian and 
Syrian presses began to attack the Arab Federation as a tool of the imperialists 
and as a move to oppose the United Arab Republic rather than to recognize it 
as a serious effort toward Arab unity. When the United Arab Republic formally 
came into existence on February 21, Iraq and Jordan withheld recognition. 
This nonrecognition was the signal for stronger propaganda attacks agairst Jor- 
dan and Iraq by the United Arab Republic. These attacks reached their highest 
point when President Nasser in a speech in Damascus violently attacked leading 
Iraqi and Jordanian officials. 

IRAN 


“1. There are divisions programed for the Iranian Army. The description 
indicates that these divisions are primarily for internal security and that they 


have no real combat potential. 
~)? 


““(a) Do we need to support divisions for purely internal security purposes? 
Probably not. However, it is considered that her current force level is fully 
warranted in view of (1) Iran’s 1,000-mile common frontier with the U.S. 8S. R. and 
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(2) other functions and responsibilities of the Iranian forces under the Baghdad 
Pact, the exact nature of which have not yet been determined. 

**(b) Could this not be aceomplished with a smaller number of troops?”’ 

See above answer to question 1 (a). 

‘2. In view of the Iranian’s rising gross national product and in view of the 
rising per eapita ineome, would it not be possible to transfer some of the Iranian 
military burden to Iran?” 

Iran already carries well over half of the total cost of its defense establishment. 
While it is true that Iran’s gross national product and per capita income have 
risen since 1955, Iran’s per capita income remains, relatively speaking, one of the 
world’s lowest. For this reason, 60 percent of Iran’s total revenue from oil goes 
to support a 7-year development program which is considered essential for the 
economic and social improvement of the people and thus for the long-range 
political stability of the country. It is hoped that as the Iranian economy is 
built up under the development program Iran ean assume a still greater share of 
its militery burden, but it is not now possible for Iran to meet all of its economic 
and military requirements without assistance from other member countries of 
the free world. 

“3. Does the Tudeh Party still have influence in Iran? What has become of 
its leaders? Have they gone underground, or have they simply retired from public 
life?”’ 

The Tudeh Party, which is the Communist Party in Iran, today has little 
influence in Iranian life. It has been declared an illegal and subversive organiza- 
tion by the Iranian Government. Following its high point after World War IT 
and during the Mossadegh period, public revulsion and energetic action by the 
Iranian Government have stripped the party of almost all its previous strength. 
Many of its leaders have been captured and imprisoned or executed. Others have 
fled abroad or have renounced allegiance to the party. A few have gone under- 
ground and are presuinably engaged in covert subversive activities. Their 
capacity, however, is greatly limited by continued Government surveillance and 
countersubversive action, and they do not now appear to be an effective foree in 
Iran. 

“4. The statements in the presentation books indicate that no budgetary 
support for Iran is contained in the fiscal year 1958 or fiscal year 1959 programs, 
When was the last budgetary support payment made?” 

The last payment of rials for budgetary support to the Iranian Ministry of 
Finance was made in March 1957, at the conclusion of the Iranian Year 1335 
(March 21, 1956 to March 20, 1957). This payment was made with rials gen- 
erated from fiscal year 1956 defense support funds in fulfillment of the commit- 
ment for Iranian Year 1335, made in March of 1956, at the time the Iranian 
budget was presented to the Iran Parliament. 

“5. The Fehitsazi Textile Mill program was initiated in 1952. As of last year 
deliveries had not been completed, but it was stated that no fiscal year 1959 
United States financing was envisaged for the project. 

(a) Is the plant now in operation?” 

The Tchitsazi Textile Mill is not currently in operation, but is expected to 
begin spinning and weaving operations later this year. 

““(b) What have been the reasons for the delay in getting this plant into 
operation?”’ 

The most severe delay in getting the plant in operation has been the lack of 
adequate power facilities to operate the plant. The Tchitsazi textile mill is 
Government-owned, and was originally constructed by the Iranian Government 
prior to World War II. At the time point 4 began its operations in Iran, this 
project was undertaken to increase domestic production of cotton textiles in 
order to reduce the need for import goods as well as to provide employment of 
local surplus laborers. The project included the provision of equipment and 
technical assistance for the completion of operating facilities at the Tchitsazi 
cotton mill to demonstrate and train Lranians in spinning, weaving, dyeing, and 
finishing of cotton textile products. 

No powerplant was originally scheduled because it was expected that sufficient 
Teheran municipal power would be available. The obligation, however, to 
assure that such power would be available rested with the Plan Organi- 
zation of Iran, not with the United States. When it turned out that muni-ipal 
power was not available, the Plan Organization, after a considerable loss of time 
spent in determining what kind of power generating equipment should be obtained, 
ordered such equipment from a German firm, 

Last fall the Plan Organization contracted with United Merchants and Manu- 
facturers, Inc. (New York), to manage and operate the mill. The Plan Organi- 
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zation is financing the foreign exchange requirements of this contract, by which 
it is expected the mill will not only become a profitable operation, but its output 
can become competitive with imported fabrics. United is sending its first cadre 
of technicians to Iran on March 7 and expects to have the spinning and weaving 
operations under way later this year. 

*“(c) Are there any funds contained in this bill for the Tchitsazi Textile Mill?” 

No additional funds are proposed for this project in the fiscal year 1959 program 
as presented. 

IRAQ 


“1. Oil revenues for Iraq fell off sharply as a result of Suez and apparently have 
not yet reached their former levels. When do you expect the oil income to reach 
normal levels and to begin to increase again?”’ 

The last “normal” year of oil production in Iraq was 1955, when oil production 
was 33.6 million tons, and oil revenue to the Iraqi Government was $216 million. 

Because of the Suez and trans-Syria pipeline difficulties, Iraq’s oil production 
for both 1956 and 1957 was far below pre-Suez planning figures. Production for 
1957 totaled 21.7 million tons, with a revenue to the Government of about $140 
million. However, by December 1957, Iraq’s monthly oil production had reached 
2.6 million tons. With the steady restoration of pipeline throughout and with 
better loading facilities at Fao, the rate of oil production is now estimated as com- 
parable with 1955. 

Present predictions are that an annual rate of about 36 million tons will be 
reached by late spring of 1958. By the end of 1959 an overall export capacity of 
45 million tons annually is predicted. Annual revenue to the Government under 
this export volume would be about $270 million. 

“2. According to Millikan and Rostow, capital development proceeds very 
slowly until a critical point is reached, at which time the development, in their 
words, ‘‘takes off,” by which they mean that the rate of development increases very 
sharply. Is Iraq anywhere near this point? If not, when will they begin to be 
able to sustain their growth without outside assistance?” 

The precise calculation of a so-called takeoff point is very difficult in an under- 
developed country, where the basic lack of capital investment and technical skills 
impedes economic development. The existence of capital—e. g., in the form 
of oil revenue—is not a substitute for the necessary combination of soundly con- 
ceived and related development projects, responsive and adequate political- 
economic policy decisions, and technical know-how. Moreover, the existence of 
capital cannot readily and quickly resolve longstanding problems arising from 
the existing political and social order. 

While it cannot be predicted when this takeoff point will be reached in Iraq, 
in terms of its ability to sustain its growth without any outside assistance, it is 
clear that it has not as yet been reached and would appear not likely to be reached 
for some years. This does not mean that Iraq has made no progress in planning 
for and financing economic development. On the contrary, Iraq is noteworthy 
among the underdeveloped countries for its long-range planning and the Iraq 
Development Board is expected to spend up to $175 million during the year April 
1958—March 1959, an increase of over 70 percent above its spending in the year 
April 1955-March 1956. However, it is precisely this advanced planning and 
resulting acceleration of expenditures, together: with the economic works and 
plants that they bring into existence, which magnify the manpower, administrative, 
and social problems facing Iraq. The Iraqi have come to appreciate more and 
more that the process of economic development is considerably more than the 
expenditure of ever-increasing sums to build up an infrastructure. As a result 
they have and continue to look to the West for the technical experts they require. 

“3. Nuri Said has for many years been one of the principal factors in Iraq’s 
relative stability. Is there any prospect that when he retires or dies, there will be 
anyone to take his place?”’ 

While Nuri Said has occupied a position of major importance in Iraqi political 
affairs throughout the life of the country, there are also other important political 
figures and institutions. The palace, in the persons of the King and the Crown 
Prince, and a number of other senior statesmen, as well as the armed forces, also 
help to provide Iraq with a considerable measure of political stability. It will be 
recalled that there have been extended periods.in Iraq’s recent political history 
when Nuri Said was not in office. It may be presumed that Iraq has elements 
of continuing political stability in its present institutions and in younger men 
closely associated with present political leaders. 
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JORDAN 


“J, Is Saudi Arabia presently living up to its agreement to furnish a subsidy 
to Jordan?” 

Yes. 

“2. Will the union with Iraq reduce Jordan’s need for outside assistance?”’ 

This question was answered orally in testimony before the committee (pp. 
1547-1548 in the transcript). 

‘3. Are there any recent developments on the proposals to develop the Jordan 
Valley on a multinational basis?” 

In 1955, Ambassador Eric Johnston, endeavored to negotiate agreement among 
the states concerned with the “‘Jordan Valley plan”’ for multinational development 
of the Jordan Basin. In September of that year, he was informed that the plan 
was acceptable to the states concerned from a technical viewpoint. The Arab 
countries, however, requested additional time to study certain implications of the 
plan. Subsequent political developments in the area have prevented any renewal 
of negotiations and there has been no further progress in this matter. 


PALESTINE REFUGEES 


“1. Will the common citizenship provision in the Federation (Jordan and Iraq) 
permit the Palestine refugees in Jordan to move over into Iraq proper for 
settlement?” 

So far as the Department is presently aware, there is no ‘‘common citizenship 
provision in the Federation.’”’ The text of the Iraq-Jordan union plan released 
February 14, 1958, makes no reference to common citizenship. In fact, paragraph 
2 of the text reads as follows: ‘“‘Kach of the two states shall retain its independent 
international status, sovereignty over its territory, and its system of government.” 
This indicates that the citizenship requirements in each state will remain as they 
now are. Common citizenship is not among the five points of unification under- 
stood as being currently discussed in Baghdad between the Iraqi Government and 
the Jordanian delegation. [Security deletion.] 

“2. Is there any provision of funds in this bill to assist if such an eventuality 
develops? If not, why not?” 

While the answer to question No. 1 would appear to preclude the cventuality 
referred to, it should be pointed out that United States contributions are made 
to UNRWA which could, of course, enter into negotiations with any government, 
including Iraq, for assisting in the resettlement of Arab refugees. 

The United States places no qualification on the use of the funds beyond indi- 
cating the extent of its contribution to the relief program and to the rehabilitation 
program, which latter program would include any possible projects for the resettle- 
ment of refugees. 

‘‘3. What is the present status of negotiations to secure additional contributions 
to Palestine refugees?”’ 

The United Nations is presently conducting a vigorous, and thus far, relatively 
successful effort at securing additional contributions to the Palestine refugee pro- 
gram over and above the pledges made at the last session of the United Nations 
General Assembly. Because further pledges are subject to parliamentary ap- 
proval, it is impossible now to indicate a specific dollar amount which the U. N. 
has thus far been able to obtain in the way of additional contributions. Most of 
the countries of Western Europe have indicated a willingness to make new pledges 
or to raise their present pledges by encouraging amounts. 

Present information would indicate that the contributions which may be antic- 
ipated from Western Europe alone are well over the equivalent of $1 million, 
with a number of the countries undertaking in addition to make contributions in 
kind. The U. N. is presently planning to approach certain Latin American 
countries in a continuation of its efforts to secure additional funds. 

‘‘4. Is there any chance of increased private contributions to the refugee 
program ?”’ 

Based on information concerning private contributions to the refugee program 
over the past few years, there appears little, if any, chance that contributions from 
these sources will or can be increased. Actually, such contributions have been 
declining over the past 4 years and can be expected to total about $1.5 million 
this year. 

While the contributors of $500 or more average over 60 per year, they are for 
the most part persons or agencies having well-established philanthropic interests 
in the area. Few, with less well-established interests or contacts in the area, have 
been inclined to make contributions in cash or in kind because of the administra- 
tive or currency problems involved. 
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GENERAL NEAR EAST 


“1. What is the effect of the creation of two new Arab states on Arab-Israeli 
relations?” 

As yet the creation of new states has had no effect on Arab-Israeli relations 
While it is too early to form any firm conclusion, it does not appear that these 
actions will have an appreciable effect in the immediate future. 

“*2. Do the Israelis appear to be upset over this development?”’ 

The Israelis have expressed reservations regarding both federations. However, 
they appear to believe that it is too early to form any definite conclusions as to 
the net effect of this development on Israel. [Security deletion.] 


SAUDI ARABIA 


“1. Has there been any further progress on the implementation of the develop- 
ment projects for the civil air terminal at Dhahran and the port development at 
Dammam?” 

There has been considerable progress during fiscal year 1958 toward an agree- 
ment to permit implementation of these two projects. 


Civil air terminal 

Under authority of the construction agreement subsidiary to the renewed 1951 
Dhahran airfield agreement, the Air Force is undertaking construction of training 
facilities for the Government of Saudi Arabia and will carry out the construction 
of the civil air terminal. 

The Saudi Arabian Government at the ministerial level has concurred in the 
civil air terminal. The United States Embassy in Jidda has been instructed to 
initiate an exchange of notes to complete formal obligation of funds for this 

roject. Allocation of mutual security program funds will be made to the United 
States Air Force, which will carry out the construction, upon receipt of informa- 
tion from the Embassy confirming full Saudi Arabian concurrence and the ex- 
change of notes. 


Dammam port 


In March 1958, the Embassy at Jidda was instructed to transmit to the Gov- 
ernment of Saudi Arabia two agreements which, upon acceptance by that Govern- 
ment, would obligate funds for this project, and permit steps to be taken for its 
implementation. 

The two agreements are a bilateral economic assistance agreement, modified 
to meet the differences of opinion expressed by the Saudi Arabian Government 
on June 30, 1957, and a project agreement. ICA will implement this project 
in accordance with its standard contractual procedures. 

2. [Security deletion.] 

3. [Security deletion.] 

“4. Have there been any improvements in the attitude of the Saudi Arabian 
Government toward its people and in the basic economic and political climate?’’ 

Saudi Arabia has emerged in the last 20 years from a desert kingdom with 
limited resources into a state facing both the benefits and the responsibilities of 
extensive revenues from petroleum. The rates of progress in the various aspects 
of political and economic development have not been parallel and have been 
handicapped by the lack of administrative machinery and trained specialists. 
There has been a substantial measure of improvement both in administration 
and in the development of public-works projects, including roads, hospitals, 
schools, and government buildings. With the recent proclamation of a new 
budget, there are signs that further improvements can be anticipated in the 
allocation and control of expenditures. This important step is bound to have a 
beneficial effect on the political and economic climate. 


LEBANON 


“1. The list of major open projects for fiscal year 1958 given to the committer 
last year shows that there were no projects then current in Lebanon other than 
the village water supply project which would require funds beyond fiseal year 
1958. Are any of the projects listed last year other than the village water supply 
included in fiscal year 1959 funds?”’ 

The list of major open projects for fiscal year 1958 showed only those projects 
which had a pipeline of $1 million or more and for which additional funds were 
requested in fiscal year 1958. No fiscal year 1959 funds in the category of special 
assistance are proposed for any of the Lebanon projects listed last year in the list 
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of major open projects. Relatively small technical cooperation funds are re- 
quested for those projects listed on page 111 of the fiscal year 1959 congressional 
presentation volume for the Near East and south Asia. Ineluded in this list are 
$425,000 for 3 industry projects, among which is technical assistance for village 
water supply, and $205,000 for 2 transportation porjects including technical 
assistance for highway development. 

‘2. What has been the impact of the formation of the United Arab Republic on 
Lebanon? Will Lebanon be able to maintain its independence?” 

Lebanon has recognized and has indicated that it intends to maintain diplo- 
matic relations with the United Arab Republic. At the same time, there is no 
indication that Lebanon has any intention of abandoning its traditional policy 
of taking whatever steps are necessary to preserve Lebanese independence and 
territorial integrity. [Security deletion.] 

“3. In view of Lebanon’s relative prosperity, why is any economic program 
necessary for that country?” 

Lebanon is a stanch friend of the United States, shares and supports the objec- 
tives of the free world community and is strongly anti-Communist. While the 
Lebanese economy is relatively healthy by Middle East standards, Lebanon is 
still an underdeveloped country with need for outside assistance if the hopes and 
aspirations of the Lebanese people are to be met. The United States has given 
both technical and economic aid in order to enable the Lebanese Government to 
promote a sound development program responsive to the needs of the Lebanese 
people. Our assistance has been important in demonstrating support for Lebanon 
as an active particinating member of the free world community. 

4. [Security deletion.] 

TURKEY 


“1. Is United States use of the bases in Turkey dependent on the level of 
economic assistance furnished to Turkey?” 

No. The availability to the United States of military facilities in Turkey is 
based on article III of the North Atlantic Treaty, whicu signatory nations under- 
took: ‘‘In order more effectively to achieve the objectives of this Treaty * * * 
separately and jointly, by means of continuous and effective self-help and mutual 
aid * * * [to] maintain and develop their individual and collective capacity to 
resist armed attack.’”” The Governments of Turkey and the United States recog- 
nized their obligations under this commitment to provide for security and defense 
in the North Atlantic Treaty area. [Security deletion.] 

"2. Is the MAAG in Turkey (678 persons) larger than is usual elsewhere? Are 
our troops still furnishing training assistance to Turkish units on the spot?” 

Of the 678 total MAAG personnel, 222 are Turkish nationals employed as 
interpreters and translators required to overcome the language problem. 

Our MAAG is continuing to provide training in Turkish units on-the-spot. 
Because of this and because of the large size of the Turkish forces, our MAAG 
is large. Considering these factors, it is not proportionately larger than else- 
where. 

“3. Last year it was stated that no contributions were contemplated after fiscal 
year 1958 to the Turkish hydroelectric project, to the Bosphorus aerial trans- 
mission project, to the coal-basin development project, to the grain-storage project, 
and to the private industrial mining development project. Are any funds con- 
tained in this year’s program for those development projects?” 

No fiseal year 1958 funds have been pregramed, nor are any fiscal year 1959 
funds being requested for any of the above projects. The Development Loan 
Fund, however, has received applications in eonnection with coal-basin develop- 
ment, the Industrial Development Bank (which encompasses possible loans for 
private mining development), and the Sarivar hydroelectric project. 

“4. Has the Turkish Government taken any affirmative measure to improve 
the basic economic climate, such as revision of land holding laws, taxation laws, 
etc.?”’ 

The Turkish Government has become increasingly aware of the necessity to 
take vigorous stabilization measures to improve the basic economic climate. 
In June of 1956 and December of 1957 various decrees were issued for the purpose 
of controlling the upward movement of prices. In a measure to restrain con- 
sumer imports, the Turkish Government has applied an import tax of 40 pereent 
to the majority of imported products. Another measure of considerable signifi- 
cance has been the recent passing of a restrained and reasonable budget for the 
Turkish fiscal year ending in February 1959. In external economic relaticns, 
Turkey has recently indicated its willingness to engage in multilateral negotiations 
with its leading trading partners, in which Turkish stabilization measures are 
bound to be a factor. 
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“5. Why has defense support assistance for Turkey increased each year in the 
past several years?” 

Actually the level of defense support for Turkey has in practical terms remained 
relatively constant since fiscal year 1955, even theugh ‘the recorded obligations by 
fiscal years show an apparent variation, particularly in 1956 and 1957. The 
obligation of $25 million, in June 1956 was in effect an advance for fiscal year 1957. 
When the effect of this action is taken into account, as was done in programing 
for fiscal year 1957, and the program pattern is reexamined, it will be seen that the 
practical effect was to afford Turkey support at a rate of about $70 to $80 million 
from 1955 through fiscal year 1957. The current defense support program for 
fiscal year 1958 includes $70 million for Turkey. 

[Security deletion.] 

Mr. Apatr. John and Clem have asked that this material on the 
Richards Mission be made available in some way. 

I would like to renew my request that this material, when submitted, 
show in brief—and I certainly do not mean in detail at all—what each 
commitment was for. 

Is that going to be submitted to us in a classified document as 
individuals or is that going to be put in the record or just how is that 
to come to us? 

Mr. Vorys. Clear it if you can. We want one that is cleared. I 
mean you may have 2 different ones, but we want at least 1 that is 
cleared. 

Mr. Rounrresn. I am reminded that the precise commitments to 
each country thus far have been classified. 

Mr. Jupp. So as to avoid charges of favoritism. 

Mr. Apatr. Mr. Chairman, I can understand that perfectly and 
see the reason for that, but if that cannot be put in the material which 
is unclassified, then I wish we could have it in material for the com- 
mittee here. 

Admiral Brercin. You are interested, sir, in specific items? 

Mr. Apair. Just generally. If Afghanistan is in there for the 
airports, or for a dam—just in a few words. 

Admiral Brratn. We have it with us, but we will not burden you 
with it now. 

(See also p. 696.) 

Mr. Bett. I have a question on my statement with regard to the 
Aliveri powerplant, that we insert the cost figures for that. The total 
cost for the powerplant was approximately $16 million. The United 
States contribution was approximately $11 million. 

Mr. Jupp. That is added, as I recall, to $10,200,000 for the lignite, 
so it amounts to about $21 milhon? 

Mr. Bet. $10,200,000 was the total cost of the lignite. We have 
only supplied $4.2 million or 41 percent of that. 

Mr. Jupp. Which makes $15 million for the whole operation. 

Mr. Beuu. That is correct. 

Mr. CarNAHAN (presiding). Mr. Zablocki. 

Mr. Zasuocki. Secretary Rountree, the United States has joined 
the Baghdad Pact economic committee in 1956, is that right? 

Mr. Rountresz. That is correct. 

Mr. Zasiocki. We are contributing to the Baghdad Pact? 

Mr. Rountresr. Yes. 

Mr. Zastocki. In your statement on page 5 you emphasize how 
necessary the Baghdad Pact is to the security of the nations in that 
area. My question is, can the Baghdad Pact countries stand resolute 
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in the face of the threats of international:communism without United 
States membership 

Mr. Sonevaier’ The United States has not joined the pact, as you 
know. 

Mr. Zasiocki. We have joined it to a degree. 

Mr. Rountree. We have joined the several committees of the 
pact, but we have not entered the treaty relationships which would 
be required for us to say accurately that we are a member of the 
Baghdad Pact. 

Mr. Zastockt. Well, Mr. Secretary, are we not in effect perhaps 
not a member, but we are paying dues? 

Mr. Rountres. I was going to say that, while we are not a full- 
fledged member of the pact in the sense of having adhered to it by 
treaty, we do participate actively in several committees, not only the 
economic committee, but the counter subversive committee and the 
military committee, and indeed we contribute to the administrative cost 

of running the pact organization. 

The Secretary dealt with this at some length at the most recent 
meeting of the Baghdad Pact Council in Ankara. He pointed out 
to those who wished us to adhere fully, that there were two possible 
ways of associating ourselves with the Baghdad Pact. One was the 
nature of our present association, the other, of course, by treaty 
relationship. In our present association there was the policy of the 
United States to contribute to the security of the area in general and 
the willingness of the United States to come to the assistance of a 
nation attacked by a country under the control of international com- 
munism. The degree of United States interest in the pact and the 
purposes of the pact indeed go beyond the commitments contained 
in the pact organization itself. That is the treaty, itself. The 
members are required only to consult in the case of an attack and we 
have certainly made clear what our intent and purpose is with respect 
to attacks against any of the members of the Baghdad Pact or indeed, 
any country in the area which might request our assistance. 

I believe there is no doubt in the minds of the participants in the 
Baghdad Pact of our interest in their security and our willingness 
to participate in the pact organization. 

We do participate actively in the various committees. As to 
actually joining the pact, we do not believe that in present circum- 
stances it would be advisable. 

Mr. Zasiockr. On page 11, Mr. Secretary, in reporting on the 
Palestine refugees and the amount that reflects the United States 
contribution, I note from our books that the United States 1959 
contribution and that of other countries has increased over fiscal 
1957 and 1958. 

The reason I am calling it to the attention of the committee at 
this time is because the study mission report in 1955 stated ‘‘because 
of the attitudes of the Arabs and the Israeli, it was our opinion that 
serious consideration should be given by the United States to the 
termination of all assistance to the refugees within a period of perhaps 
2 years.” 

We further suggested that in order to promote the settlement and 
bring the two parties closer together, it was the study mission’s view 
the refugee problem, which hitherto has been of more concern to governments 


outside the area, principally the United States, than those inside the area, should 
be financed increasingly by the local governments themselves. 
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If local governments started picking up the tab they would come to 
a resolution of their difficulties and differences. 

What is your comment? 

Why haven’t we followed that line? 

Mr. Rountree. As a practical matter, sir, it has just not been 
possible under present circumstances to shift the burden of the care 
of these refugees. We have felt compelled to continue our eontribu- 
tion through the established mechanisms. 

Mr. Zastockt. I believe it is generally admitted that relief is not the 
solution to this problem. By giving relief and as long as we continue 
to give relief, they will never be prodded to resolve their problems. 

[ think the study mission was realistic in suggesting a termination 
date. 

Mr. CarnaHan (presiding). How does the number of refugees 
now compare with the number 2 or 3 years ago? 

Mr. Rountree. It has increased considerably. It has gone up 
from around 800,000 originally to around 900,000 at the present time, 
despite some small trickle of people leaving the relief rolls. 

Mr. Zasiocki. They had never had it as good as they have it under 
the refugee relief program. Many of the refugees never lived as well, 
despite their complaints. 

Mr. Jupp. At least their children did not live as well. The child 
death rate quickly went down from about 50 percent to 10 percent. 

Mr. Zasiockr. Mr. Secretary would comment further on why we 
were unable to transfer the cost. 

Mr. Rountrer. At the present time the countries in the area are 
not willing to accept the burden. 

Mr. Zasuockti. As long as we keep picking up the tab, they won’t. 

Mr. Rountree. There is no reason to believe that by ceasing our 
contributions the countries would, in the light of the political com- 
plexity, undertake to solve the problem for themselves at this time. 

Now the local question of our attitude toward these refugees and 
what we do about it is under continuous study in the executive 
branch and continuing discussion with the United Nations. 

Mr. Zasiockt. Mr. Secretary, has the situation changed? Surely 
there were countries in that area willing to resettle these refugees. 

Iraq and Israel offered to resettle some of them and they would 
not go. 

And some of the projects that were under our sponsorship—the 
agricultural project—what was that village? 

Mr. Jupp. That has been destroyed by fanatical Arabs. 

Mr. Zasiockr. They did not want rehabilitation and resettlement. 

Mr. Rounrrer. May I say this, that if there is any Arab country 
that is willing to receive the Arab refugees, to resettle them, I am 
not aware of it. 

The unwillingness of the Arabs to consider resettlement, as opposed 
to repatriation—going back into Israel—is a key to this problem. 
The only country that has been willing even to accept the refugees 
as citizens of their country is Jordan, where one-third of the popula- 
tion, today are refugees. 

The point was made here, today, I think it was an off-the-record 
question of Mrs. Bolton’s about the possibility of the 
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Mr. Rountree. Yes. 

(Discussion was off the record.) 

Mr. CarNAHAN (presiding). Are there further questions or com- 
ments? 

Mr. Jupp. Why is the executive branch asking us to delete this 
sentence from basic law: 

In determining whether or not to continue furnishing assistance for Palestine 
refugees in the Near East, the President shall take into account whether Israel 
and the Arab host governments are taking steps toward the resettlement and 
repatriation of such refugees. 

Why are they asking us to repeal that? 

Mr. Rounrres. It was in the present law. There is a question, I 
believe, as to whether or not it is well to repeat it in new law. 

I believe that, as a practical matter, the provision referred to does 
not at the present time make a contribution to the objective. 

Mr. Jupp. When you take a thing out, that is a positive act. It 
looks as if you are moving further away from our desire to get resettle- 
ment. I do not see what harm it does to have it in. 

Mr. Rountree. I am not sure I can personally identify the harm 
but I do not believe it would contribute to the settlement of the 
problem. 

Mr. Jupp. If you take it out, you call everyone’s attention to the 
fact that the Congress is in effect saying, “Now, Mr. President, you 
do not need to push any further toward resettlement because we have 
taken it out of the law.” 

You are probably right that nothing can be done about it but my 
first reaction would be not to accept that recommendation. It does 
not do any harm to leave it in and it will not do any good to take it 
out. 

Mr. Aparr. It has a significance if it goes out whereas it has mini- 
mal significance if it stays in. 

Mr. Jupp. Yes; it does not require you to do any more than you 
are doing. 

Mr. Rountree. I must say I have no personal feeling on it. 

Mr. Jupp. I helped draft that report which Mr. Zablocki read 
from—TI believed that at that time but I do not associate myself with 
all of it, today. 

Mr. Zastockr. You wrote most of it. 

Mr. Jupp. I am afraid I did write most of that part, but the fact 
is that since then Suez has happened and since then the Soviet Union 
has intervened in the Middle East. And for us to take an adamant 
stand at this stage of the game could hardly do anything except aid 
the Soviet Union. 

I strongly feel that we should have acted a lot earlier, before the 
Soviet Union was there, but at this stage of the game I would have 
to keep my fingers crossed on it as a minimum. 

Mr. Rountree. Until there is more confidence as to the purposes 
of the respective sides, it is very difficult to solve the basic problem. 

Mr. Jupp. Israel believes the Arabs are trying to drive them into 
the sea, and the Arabs believe that Israel intends not only to hold 
what it has but to expand further at their expense. 

Mr. Rountree. The suspicion must be resolved on both sides. 

Mr. Zasxockt. India is very important to our national security, is 
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it not, and our assistance to India will help make the second 5-year 
plan work—— 

Mr. Apatr. I would not have asked the question just that way. 

Mr. Zasiockr. You may rephrase it. 

Mr. Aparr. No, thanks. 

Mr. Zasuiockr. Can the second 5-year plan work without our 
assistance? 

Mr. Rountree. I think it is virtually impossible. The deficit in 
the financial requirements for the second 5-year plan is of such mag- 
nitude that it would require governmental assistance from the United 
States, I believe, to make it succeed. 

Mr. Zastockt. Some of the criticisms by Indian officials cause 
many Americans to suggest that United States aid to India be dis- 
continued because they do not appreciate it. 

In your opinion, Mr. Secretary, will India in response to United 
States aid move toward a better treatment of American private 
business enterprises? 

Mr. Rountree. Well, I think that in the recent past there has 
been greater indication of interest on the part of India in the private 
sector of their development program, and while American businesses 
have had some reluctance, some misgivings about some aspects of the 
Indian program because of competition ‘with government industries 
and so forth, I believe there is some improvement in the general 
atmosphere, there, conducive to investment by American firms. I 
believe it is the policy of the Indian Government to advance that 
improvement. 

Mr. Zasiockt. Could we have some instances of improvement for 
the record? 

Mr. Rounrresr. I think we would be very pleased to submit that. 

(The information requested is as follows:) 


ILLUSTRATIONS OF JNDIA’S MoRE FAVORABLE ATTITUDE TO FOREIGN INVESTMENT 


1. An investment-guaranty agreement for convertibility was signed September 
1957. 

2. In October, the National Council of Applied Economic Research completed 

a study, made at the request of the Government of India, on the effect of Indian 
saembbdons on the flow of foreign investments in India. (IGA provided the services 
of an American tax consultant who helped prepare the study.) 

3. The Government of India is considering the establishment of an investment 
center, which would be responsible for promoting foreign investment. 

4. Investors who introduce specialized production techniques, and who also 
earn or save foreign exchange, are now permitted majority control or even 100- 
percent ownership. Also, private manufacturing units in India have been asked 
to induce their foreign capital-goods suppliers to invest capital in their under- 
takings, at least to the extent of the cost of the capital aaa supplied. 

The joint statement made February 21, 1958, by Mr. Henry Kearns, Assist- 
ant Secretary for International Affairs, United States Department of Commerce, 
and Mr. K. B. Lall, Joint Secretary, Ministry of Commerce and Industry, Govern- 
ment of India, recognized the role private capital investment could make to 
economic development. ‘They noted that private capital investment aids in 
the promotion of economic development and trade. Since United States private 
investment in India, although increasing, is still relatively small, they considered 
it desirable to encourage an increasing flow of American private capital to India 
in appropriate fields. In this connection, they agreed that every appropriate 
support should be given to efforts designed to promote technical collaboration 
between Indian and United States enterprises. They further agreed that a greater 
interchange of scientific and technological knowledge between their two countries 
would be desirable. 

“The two representatives indicated their awareness of the interest of business- 
men in the conclusion of a convention between India and the United States for 
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the avoidance of double taxation. They agreed that it would be desirabie to 
explore the possibility of concluding such a convention.” 

6. Similarly, in his speech before the International Industrial Development Con- 
ference held in San Francisco during October 1957, Mr. H. V. R. Iengar, Gover- 
nor, Reserve Bank of India, stated: 

“The main positive step that is necessary is a spread of international investment 
in the underdeveloped areas. Taking India as an example, the basic fact of her 
economy is that she cannot, from her own resources, provide adequate investment 
which will enable a reasonable increase to be made in the standard of living of 
her people. 

“Private investment capital has come only in very smal] proportions; it has 
come principally from the United Kingdom, the main contribution of the United 
States being the setting up of two oil refineries. It is necessary, if progress is to 
be reasonably rapid, that investment should be very considerably stepped up.”’ 

7. Before the same conference, in October 1957, Mr. M. R. Masani, Member 
of Parliament, remarked upon the development of realistic attitudes on the part 
of the newly developing countries. He said, with respect to changes in India: 

“T recently served on the select committee of Parliament which was concerned 
with the drafting of certain new taxation measures which have now been placed 
on the statute books and, as a critic of these measures, I can testify to the sincere 
determination of-our able and’ dynamic Finance Minister, who was recently in 
your country to see that the interests of the foreign investors were protected, 
with the result that certain provisions, which may well be considered discrimina- 
tory, were introduced to safeguard the interests of the foreign investor as against 
those of his domestic counterpart.”’ He expressed the view that India’s attitude 
to foreign capital today is something totally different from what it was in 1948, 

“1, What are the evidences of improved relations between India and the 

United States?” 
» During recent months, relations between the Government of India and the 
Government of the United States in the economic field have improved markedly. 
Indications of increased Indian interest in accelerating the flow of American private 
capital to India included the signing of an investment guaranty agreement and 
a statement issued jointly by representatives of the Indian Ministry of Commerce 
and Industry and the United States Department of Commerce, stressing the 
desirability of increasing the investment of private American‘ capital’ in ‘India. 
The Government of India has also agreed recently to cooperate with the United 
States Government in the implementation of foreign-assets controls in regard to 
specific commodities originating in India. Further examples of Indo-United 
States cooperation have been the signing of the Indo-Nepal-United States Road 
Agreement and the shipment by India to Nepal, on an emergency basis, of wheat 
originally supplied to India by the United States. 

This increased cooperation has been reflected in the extension of official invita- 
tions to high representatives of the United States Government and in the warm 
and cordial reception given to them in India. Two such recent visitors were 
Gen. Maxwell Taylor, Chief of Staff of the: United States Army/'and the’ Honorable 
Henry Cabot Lodge, United States Ambassador to the United Nations. During a 
recent visit to India, Mr. William M. Rountree, Assistant Secretary of State, also 
experienced extreme friendliness and cordiality throughout the visit. 

Recent statements by Indian leaders have also reflected the improved state of 
United States-Indian relations. Brief excerpts from two of these statements 
follow: 

Prime Minister Nehru, November 20 (speaking to United States aid personnel 
in India): “I should like to tell you that we welcome your cooperation here, 
your assistance, your partnership in this tremendous adventure of India. * * * 
We are grateful, not only today but for the last many years, forthe assistance 
in various ways which we have received‘from.the United States.” 

Finance Minister Krishnamachari, January 29 (in a letter to the United States 
Ambassador): “It is no easy task in a world split up into national sovereigniies 
to persuade the inhabitants of one particular area to tax themselves for the 
benefit of what must, to them, appear a distant and alien people. Your great 
country has been the pioneer in extending the concept of aid by richer communities 
to those less fortunately placed from the narrow field of the nation-state to the 
world community as a whole. The lead given by your people is now being 
gradually followed by other countries. Believe me, these measures of help are 
appreciated greatly by those who receive them, and the measure of appreciation 
is even greater because there are no political or economic strings attached to the 
aid given. Actions of this kind serve to strengthen the concept of the world 
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community and the way of individual liberty and democracy in which we all 
believe.” 

Mr. Aparr. It is my understanding from reading the book that the 
program for 1959 for India is something like over $7 million for 
technical cooperation; right? 

Mr. Bett. Yes. 

Mr. Aparr. We have recently granted them a $75 million loan under 
the Development Loan Fund. They have received $150 million 
through the Export-Import Bank. 

Are there any other programs for 1959 envisaged for India? 

Mr. Betu. Public Law 480. 

Mr. Apair. Nothing but Public Law 480, apart from what we have 
just mentioned. 

Mr. Betv. That is right. 

Mr. Aparr. How much under Public Law 480; do you recall that? 

Mr. Jupp. It was a 5-year commitment; was it not? 

Mr. Bru. It was 3-year program as planned in 1956. 

Mr. Jupp. Is it all used up? 

Mr. Aparr. That is my understanding. 

Mr. Jupp. I did not know that. 

Mr. Apatr. Could we get an answer on that question, Is it all used 
up? 

Mr. Rountrer. I believe the 3-year program has been substan- 
tially used up and there is now under consideration an additional] 
Public Law 480 program for India depending on pending legislation 

[Security deletion.| 

Mr. Aparr. For 1958? 

Mr. Rountree. Yes. 

Mr. Aparr. How about 1959? 

[Security deletion. ] 

Mr. CARNAHAN (presiding). Would you care to comment on a 
statement that there is not as big a percentage of economic production 
and distribution under Government direction in India as there is in 
the United States? 

Mr. Bet. I just do not know whether that is an accurate statement. 
I do know private industry is moving ahead in India at a very sub- 
stantial rate. Part of their actual position on their 5-year plan results 
from the fact that it is the private sector which is oversubscribed 
and which is going much faster than had been originally anticipated. 

Mr. Jupp. Why don’t they just cut down the public sector 
proportionately? 

Mr. Be. They have cut the plan down very substantially to what 
they call the hard core which essentially is really basic facilities like 
railroads and roads. 

Mr. Jupp. Has it been brought out yet what the specific projects 
are for which the $75 million loan is to be made? 

Mr. Bet. I think there has been a press release on it. They have 
agreed to negotiate a loan agreement in about this next— 

Mr. Jupp. I certainly hope the first major loan made under this 
fund does not turn up to be supporting the budget of a recipient coun- 
try. It had better be for good, sound, solid, specific projects, or the 
loan fund will get kicked in the head right at the start. 
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Mr. Rountree. The press statement on the Development Loan 
Fund to India says: 

To establish a $75 million loan fund to India for the purchase of material and 
equipment for India for projects required in connection with the present Indian 
development program. 

Mr. Jupp. That language does not say a thing. The Loan Fund is to 
be for specific projects, like this dam, or that powerplant, or such and 
such a fertilizer plant, and the importation of materials for programs 
in its development. It is just too vague. 


Mr. Rountree. It goes on to say: 


The purpose of the loan for financing imports into India are described as follows: 

1. Road transportation project—For the assembly of truck, jeep, and bus com- 
ponents into completed units—a sum up to $25 million. It is anticipated this will 
enable India to assemble 16,000 trucks, jeeps, and buses. 


2. A railway project.—To undertake railroad, freight car, and coach assembly 
using structural steel and other steel products, up to $40 million. This steel will 


enable India to produce 20,000 freight cars, 300 steam locomotives, 600 steel 
coaches, and 2,500 underframes. 

3. The cement industry project.—For equipment purchases necessary for the 
extension fo India’s cement industry amount up to $5 million. 

4. The jute industry project.—A similar amount of up to $5 million for equip- 
ment and purchases to modernize and expand the Indian jute industry. 

Mr. Apvarr. And that is to be repaid in local currency? 

Mr. Rountree. Yes, sir. 

Mr. Jupp. Mr. Chairman, I am glad they are handling the railway 
item as a loan, because the railway in India is one of the things that 
we can make a loan on, with reasonable hope of repayment. It is a 
money-making operation. Last time we made a grant 

Mr. Aparr. Without authorization. 

Mr. Jupp. Yes, in violation of the illustrative program. 

Mr. Zasiocki. Mr. Chairman I would like to call attention to a 
report on an Asian charter for private capital. It is very interesting. 
I believe the proposal ought to be applauded and given official recogni- 
tion by State Department 

The Prime Minister of Malaya, Prince Abdul Rahlumun proposed 
at the opening of the 14th meeting of the U. N. Economic Commission 
for Asia and the Far East (ECAF E) , a joint charter providing guaran- 
ties for private foreign investors. He made, I thought, a very fine 
statement: 

‘*‘T suggest more consideration be given to promotion of the flow of private 
capital into Asian countries from the more advanced countries in other parts of 
the world,”’ he continued. 

The international charter he proposed would not only provide assurance for 
foreign capital, the Prince said, but ‘‘would also remove any fears that private 
foreign investment might interfere with the sovereignty and true national interests 
of the receiving country.” 

The Malayan Government last week offered a 5-year tax holiday for all private 
investors in pioneer industries and guaranteed that dividends distributed to 
shareholders also would be tax-free for 5 years. 

The Malayan Government offered a 5-year tax holiday for all 
industries and guaranteed that dividends of industries would also be 
tax free for 5 years. I believe the United States Government should 
officially take cognizance of this program and applaud it. 

Mr. Jupp. And thereby encourage some others to follow suit. 
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Mr. Rountres. I might just add that with the exception of the 
railroad projects, all of the Development Loan Fund loan to India of 
$75 million is for the private sector. 

Mr. Jupp. Of their 5-year plan? 

Mr. Rountres. That is right. 

Mr. Zasuiocki. Not the Government plan. 

Mr. Rountree. Right; not the Government part of the plan. 

Mr. CARNAHAN (presiding). The committee will stand adjourned 
until 10:30 a. m., Tuesday morning. 

(Whereupon, at 1:35 p. m. the committee adjourned to reconvene at 
10:30 a. m., Tuesday, March 11, 1958.) 
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TUESDAY, MARCH 11, 1958 


House OF REPRESENTATIVES, 
CoMMITTEE ON ForrEIGN AFFAIRS, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10:45 a. m., 
room G-—3, United States Capitol, Washington, D. C., Hon. Thomas 
E. Morgan (acting chairman) presiding. 

Acting Chairman Morean. The committee will come to order. We 
have a continuation of the hearings on the Mutual Security Act of 
1958 which includes authorizations for the fiscal year 1959. 

We have with us today the Honorable C. Douglas Dillon, Deputy 
Under Secretary of State for Economic Affairs, and the Honorable 
Dempster McIntosh, Manager, Development Loan Fund. 

Both have statements. We will let the witnesses both deliver 
their statements before we permit questions. 

Mr. Dillon, you are first. 


STATEMENT OF HON. C. DOUGLAS DILLON, DEPUTY UNDER 
SECRETARY OF STATE FOR ECONOMIC AFFAIRS 


Mr. Dititon. Thank you, Mr. Chairman. 

My statement is devoted primarily to general policy matters in 
connection with the Development Loan Fund and Mr. McIntosh will 
discuss in greater detail the actual operations of the Fund for which 
he is responsible. 

The Development Loan Fund was established last year to carry 
forward an important objective of our foreign policy—to help promote 
the economic growth of the newly deve sloping countries of the free 
world. There are compelling reasons of national interest why we 
should do this. They have been stated to you in the strongest terms 
by the President and Secretary Dulles and I will add only briefly to 
what they have said. 

We are all aware of the threats to the peace, the tensions, frustra- 
tions, and violence that poverty—unrelieved by hope—brings in its 
train, and of the importance to our own interest of helping the less- 
developed countries become stable, effective, responsible societies 
while maintaining their freedom. Economic growth is a means to 
this end. It is not a cure-all; it will not guarantee peace and 
democracy, but it can do certain critical things. 

[It can provide jobs for the jobless and land for the landless. 

It can direct the energies of restless intellectuals into constructive 
internal tasks. 

It can help to provide elbow room for the accommodation of racial 
and religious minorities. 
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It can replace apathy and disaffection with hope and confidence. 

Governments that arc successful in meeting the challenge of growth 
under free institutions can secure the loyalty and support of their 
peoples for such institutions. Economic growth alone is not a suffi- 
cient condition for the development and maintenance of free and open 
societies like our own, but it is certainly a necessary condition. 

In establishing the Development Loan Fund the Congress recog- 
nized this basic fact and declared it in the Mutual Security Act itself: 

* * * the progress of free peoples in their efforts to further their economic 


development and thus to strengthen their freedom is important to the security 
and general welfare of the United States. 


THE PROSPECTS FOR GROWTH 


What are the prospects for economic growth in the less-developed 
countries? 

The economic condition of these countries varies over a wide range 
but for the great majority, income is very low, productivity is low. 
There is a shortage of skills at eve ry level. To increase output these 
countries need to increase investment. But the fraction of national 
income that can be saved and invested is correspondingly low. 

This is the vicious circle of poverty breeding poverty. 

Nevertheless, these countries do have within their borders enormous 
underdeveloped resources. If their manpower can be trained, if 
basic facilities can be put in place and their natural resources of 
minerals, soil, and water tapped, these countries can move forward 
successfully. To do this, however, they need technical assistance from 
abroad to help them train their people and explore their resources; 
and they need capital from abroad for investment in agriculture, 
industry, power, and transportation. 

In a number of the less-developed countries, the organizing and 
administrative talent needed for development is scarce and little 
progress has been made. These countries cannot absorb substantial 
capital until technical assistance and training has paved the way. 
Other countries are far advanced in planning development projects 
and programs and can effectively use substantial additional amounts 
of capital. 

Capital for economic development—which it is the purpose of the 
Development Loan Fund to provide—needs to be carefully distin- 
guished from assistance in the form of defense support. Defense 
support assistance does not generally contribute to the economic 
growth of the receiving countries. Its purpose rather is to enable 
our allies to maintain defense establishments at a level mutually 
agreed to as necessary for security reasons without reducing civilian 
consumption and investment. Defense support, in other words, 
designed essentially to prevent a worsening of economic ctndilions 
and not to answer developmental needs. 


SOURCES OF CAPITAL 


Some of the less-developed countries can look to private investors 
from the West to provide both capital and skills. This is especially 
true in many countries of Latin America. But for large numbers of 
countries of Asia and Africa, private capital has held back. 
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Apparently the risks of investment outbalance the gains. Many of 
these countries are on the periphery of the Communist bloc. They 
do not yet have the stability which will make investors feel secure in 
moving into these areas. 

Moreover, the very fact of underdevelopment is itself a bar to the 
flow of private capital. Labor may be cheap, but it is also unskilled. 
Local purchasing power is too limited to offer an attractive market. 
The absence of adequate power, transportation, and communication 
networks makes the cost of doing business abnormally high. 

Marketing facilities are poorly developed. There are more attrac- 
tive opportunities for investment domestically, in Europe, in Canada, 
and in the transitional economies of Latin America. By way of 
illustration, United States direct private investment in the less- 
developed countries of Asia, Africa, and the Middle East averaged 
only $119 million a year during the 3 years 1954-56. Excluding petro- 
leum, the average investment for all other purposes was only about 
$50 million a year. 

These countries can look to the International Bank and to the 
Export-Import Bank for development capital. Substantial sums are 
being made available by these banking institutions. However, the 
needs of these countries for capital imports far exceed their capacity 
to service loans on normal banking terms, and many projects that are 
sound in conception and basic for growth cannot be financed by loans 
which must be repaid in convents currency. 

A supplementary source is needed to provide capital on flexible 
terms for projects and programs that cannot otherwise be set in 
motion. ‘This is the job of the Development Loan Fund; to provide 
the margin of capital that will make it possible for the countries of 
the less-developed world to begin to modernize their economics. 

For some countries the Development Loan Fund is the only source— 
for others, it is a critical additional source—of outside capital for 
growth. Without that extra capital available in adequate amount 
and on a sustained and continuing basis, the prospects for many coun- 
tries are grim. We can expect deterioration, increased instability, and 
ultimate regimentation of the Communist or some other totalitarian 
variety. 

APPROPRIATION REQUEST 


Last year we asked the Congress to authorize $2 billion for the 
initial 3-year period of the Development Loan Fund. 

The Congress authorized $500 million for the first year and $625 
million to become available for appropriation in the second year. 
Of the $500 million, only $300 million was actually appropriated. 
This year we are asking for the appropriation of the full authorization 
for the second year, namely, $625 million. 

Now, to set up the institution is not enough. It must have the 
resources to do its job. If we really mean to meet the challenge, if 
we are going to try to forestall crises rather than wait for them to 
happen and then rush in, we had best equip ourselves with the tools 
we need now. 

Proposals before the Fund at this time total almost $1.5 billion. 
They are generally proposals of a growth-promoting character and 
deserve serious scrutiny. We expect that by the end of this fiscal 
year the $300 million appropriation will be used up. Another $1 billion 
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of proposals probably can be expected to come in in fiscal year 1959. 
bn de ar these circumstances, the $625 million increase in the cap- 
italization of the Fund that we are asking is modest in comparison 
with the demands already made and likely to be made on the Fund. 
You may ask why, if the executive branch believed last year that 
long-term financing was needed for the Fund, we have not renewed 
the request this year. 

We have not done so through any belief that the need has dimin- 
ished. In fact, international developments during the last year have 
convinced us even more firmly, if possible, that long-term assurance 
of funds is necessary to obtain the maximum results and so is essential 
to the future peace and security of our country and the free world. 
However, we recognize that the House of Representatives determined 
last year that the Fund should be established with capital sufficient 
for only 2 years as a trial period and that consideration of longer term 
financing should be postponed until the Congress can have before it 
the record of requirements and performance for this initial period. 

We are abiding by that decision, and we are deferring until next 
year proposals for the longer term financing which I have said we are 
more than ever convinced is essential. In the meantime, our ex- 
perience, thus far, has demonstrated overwhelmingly that the 
appropr iation of the full $625 million, now authorized, is needed for 
the coming fiscal year. 


MULTILATERAL FUND 


In this connection, I should like to say a word about the proposals 
that have been made recently for a multilateral fund administered by 
the World Bank to provide soft loans for development. These pro- 
posals anticipate that capital for such a fund would be provided by 
contributions in convertible currencies from the United States and 
other nations and that, in addition, the United States would make 
available to the new multilateral fund local currencies of various 
countries which it now owns, or would agree to these countries making 
such currencies available as their contribution. 

We believe that it is important to increase the flow of capital, on 
a sound basis, from the highly industrialized countries of the free 
world, which are able to provide capital, to the less-developed countries 
‘of the free world, which are so badly in need of it. This is the spirit 
in which we propose to examine the proposal for a new multilateral 
development association under the administration of the World Bank. 

We need to be clear, however, on two important points as we 
proceed with our examination. 

First, the local currencies which the United States owns in many 
underdeveloped countries or which are held as counterpart by those 
countries are not a means of providing new capital to those countries. 
These local currencies are not like dollars, or pounds sterling or 
deutschemarks, which can be used to buy the machinery, equipment, 
or other capital goods for development which are exported from the 
United States, the United Kingdom or West Germany. 

Such local currencies are, instead, nothing more nor less than 
money claims on economic resources which are already within those 


less-developed countries and which can only be used within their 


boundaries. 
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Therefore, while local currencies can be managed so as to make 
better use of the existing resources of the less-developed countries, 
they cannot be used to enlarge the total economic resources which 
the less-developed countries already have. 

It would be a mistake, therefore, to think that by shifting various 
local currencies from the control of the United States to the control 
of an international agency, the total resources available to the less- 
developed countries for deve ‘lopmental purposes could by some kind 
of magic be increased. This cannot be done. 

Second, the establishment of a new multilateral development fund 
would not reduce the dollar contribution needed from the United 
States to assist in international development. Such a fund would be 
useful if it were to result in a greater effort by all developed countries 
to help the economic growth of the less-developed countries. But 
there would be no stimulus to the flow of developmental capital, and 
doubtful prospects for negotiating the establishment of such a fund, 
if the United States were to take the position that increases in the 
contributions of other countries to development would be matched 
by decreases in the American contribution. 

The proposal for a new multilateral fund, therefore, is not one which 
would enable any reduction in the appropriations requested for the 
Development Loan Fund. All of the appropriation is needed, whether 
it is to be used bilaterally or multilaterally. 

The real question with respect to the proposed multilateral fund is 
therefore whether it may be to the interest of the United States to 
turn over some part of its foreign economic development program to 
an international agency. Certainly we should not abandon economic 
development lending entirely as an adjunct to United States foreign 
policy by shifting the whole of our effort to an international agency. 
Whether a portion should be so shifted will require more study, which 
will take some time. 

In any event, as I have indicated, the full amount of the appro- 
priation requested for the Development Loan Fund will be required. 


OPERATION OF THE FUND 


Now, I should like to report to you from my own experience on the 
operation of the Development Loan Fund thus far. 

Last year we asked the Congress for a Development Loan Fund 
with authority and capital for several years’ operations. The pur- 
at of the proposed change was threefold: 

To provide continuity in development assistance; 

3) to stimulate less developed countries to better performance; 
and 

(3) to separate development aid from aid for other purposes with 
which it had been intermingled. 

We have carried out the changes that we told the Congress last year 
would be associated with the Fund. There are no advance allocations 
by country of the Fund’s resources. ‘To secure assistance from the 
Fund, countries must present proposals of merit. These projects and 
programs must meet the test of the criteria stated in the act; (a) 
that financing is not available from other free world sources on reason- 
able terms, (0) that the proposal is economically and technically 
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sound, and (c) that it will help to increase productivity or productive 
capacity. 

We have had only a limited experience with the Fund, but I am 
fully convinced that the shift in approach is sound. I think that this 
new approach is bearing fruit and that our development financing is 
now being placed on a sounder basis. We are adhering vigorously, 
and we will continue to adhere, to these new and more businesslike 
methods of providing such financing. 


COORDINATION 


Last year, this committee proposed the establishment of a Loan 
Committee, representing the State Department, the Export-Import 
Bank, and the ICA, to guide the policies of the Development Loan 
Fund. I think the Loan Committee has been a most useful instrument 
for coordination and policy guidance. 

I meet each week with Mr. Waugh of the Export-Import Bank and 
Mr. Smith of ICA. Together we pass on each loan application and 
review it for soundness and conformity with the basic criteria. 

I would say that the coordination is excellent. We are not only 
in close touch with the other financing agencies, we are also actively 
considering joint financing of several specific projects and programs. 

An illustration of this kind is the Indian program. We had ex- 
tended discussions with the International Bank to determine which 
projects in the Indian program that bank was prepared to consider. 
Then representatives of the Export-Import Bank and the Develop- 
ment Loan Fund met jointly with representatives of the Indian Gov- 
ernment to consider the priority projects that these institutions could 
help to finance. 

At the present time the International Bank is concentrating on the 
rehabilitation and modernization of the Indian railway system. The 
Export-Import Bank will finance capital goods for use in irrigation, 
power, mining, transportation and industrial development. The 
Development Loan Fund will finance steel for the railw ay program as 
well as components for the road program and jute and cement 
machinery. 

A joint Export-Import-Development Loan Fund mission is leaving 
immediately for India to conclude detailed arrangements for the use 
of the credits. Thus, the International Bank, the Export-Import 
Bank, and the Development Loan Fund are all helping in a coordinated 
way to finance projects of high priority in the Indian second 5-year 
plan. 

LOAN TERMS 


The loan committee has set basic financial terms and conditions for 
the operation of the Fund. 

With the concurrence of the National Advisory Council, we have 
agreed that on loans for such basic facilities as roads, harbors, rail- 
roads, and multipurpose dams, the interest rate will be 3% percent 
and the maximum maturity will be 40 years, depending in part on the 
useful life of the project. Repayment will generally be in the local 
currency with a maintenance of value provision. 

On loans for profit-earning projects, such as manufacturing or 
extractive enterprises, interest rates and maturity will generally follow 
Export-Import Bank terms on similar projects. Current interest 
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rates for these range from 5% percent to 6 percent, depending on the 
current interest rate in the United States; amortization periods vary 
depending on the nature of the project. 

Local currencies received in repayment of Development Fund 
loans provide funds for relending to borrowers to cover the domestic 
costs of new development projects. In time, as the economies of the 
borrowing countries mature, we would expect to be able to use an 
increasing proportion of the local currencies for resources of direct 
value to the United States. 


PRIVATE INVESTMENT 


As you know, among the purposes of the Fund, as stated in the 
Mutual Security Act, are to encourage the development of the 
economies of less developed countries through a competitive free 
enterprise system, to minimize or eliminate barriers to the flow of 
private investment capital and to facilitate the creation of a climate 
favorable to the investment of private capital. What is the Fund 
doing in this connection? 

We are, in the first place, encouraging applications from private 
investors, both United States and foreign. Of the $1.5 billion in 
applications now under consideration by the Fund, a total of almost 
$600 million represents proposals for private enterprises. 

In administering the Fund, we recognize that the development of 
a free economy rests in large part on the growth of small private 
enterprises. Accordingly, we already have plans well underway in 
two countries to provide support for institutions capable of financing 
small loans and providing the technical and financial advisory services 
not otherwise available to small entrepreneurs. 

There are many other techniques available to us for supporting the 
development of private enterprise in the less developed countries. 
We have, for example, already initiated discussions with various 
United States financing institutions to determine their interest in 
proposals before the Fund. 

Last, but not least, we are helping to make possible the creation 
of those basic public facilities on which private enterprise depends. 
Without such facilities as roads, power and communications, manufac- 
turing and extractive industries cannot function. The Fund has now 
before it, as I have indicated above, many such overhead projects 
which, once completed, should serve increasingly to encourage and 
attract private investors. 

INCORPORATION 


When I was here 2 wecks ago, I outlined the few changes in legisla- 
tive authority that we are asking this year. One of these is the 
incorporation of the Development Loan Fund. 

As you will recall, last year this committee, and the conference 
report on the mutual security legislation recommended that the 
Development Loan Fund be incorporated. The executive branch has 
reexamined the advantages and disadvantages of incorporation and 
concluded that on balance inc orporation would be an improvement. 
It would be more appropriate to the long-range nature of the Fund’s 
operations; it would further separate loan activities from grant 
activities; and by creating a separate organization with appropriate 
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powers to promote economic growth, it would make even clearer the 
new approach to development assistance. 

We are recommending a Board of Directors of five members repre- 
senting the State Department, Export-Import Bank, the ICA, the 
United States Executive Director of the International Bank, and the 
Fund management. This enlarged Board would be responsible for 

setting the policies of the Fund including policies for loan application, 

and for reviewing and approving indiv Chae loan applications where 
appropriate. It would replace “the present Loan Committee. The 
composition of the Board will assure foreign policy guidance and also 
the fullest coordination of the Fund’s lending activities with other 
economic assistance activities under the mutual security program 
and with the lending programs of the Export-Import Bank and the 
International Bank. 

Since the Board will rely heavily on the technical personnel of other 
agencies, its own staff will be very small and will consist of officers 
with the competence and standing necessary to facilitate coordination 
at a high level. To attract personnel with the required ability, it will 
be necessary to make statutory provision for certain personnel at the 
appropriate grades. 

We are asking for three additional positions in addition to the 
Managing Director and Deputy Managing Director. 


CONCLUSION 


Let me make one final point. 

I have not thus far discussed with you the rising menace of Soviet 
economic penetration. The President dealt with it graphically in his 
message and Secretary Dulles in his appearance before you last week 
emphasized it. 

What I have said so far is to indicate that, entirely without regard 
to this new phase of Communist imperialism, it is imperative to our 
own interests that we in the United States should proceed on our 
present course of holding out adequate means of capital assistance to 
the struggling peoples of the ne wly developed countries. 

But, of course, we cannot disregard this new Communist drive. As 
Secretary Dulles said: 

The Communist imperialists are seeking to amalgamate the current of new 
nationalism into their own group. This makes the total challenge more acute. 
Asia and Africa and other nonindustrialized countries are becoming more major 
battlefields in the cold war. 

The means and scope of this new Communist offensive is a major 
subject in itself to which we in the executive branch have given 
considerable attention recently. Should you be interested in pursuing 
it further, I shall be glad to discuss it with you at any time. Mean- 
while, it may be of some convenience to you to have an analysis of the 
matter which I presented early last week to the Foreign Relations 
Committee at its request. 

(The document referred to follows:) 


STATEMENT By Hon. C. Dovuaias Ditton, Deputy UNbER SECRETARY OF 
State FoR Economic Arrarrs, BEroRE THE SENATE FOREIGN RELATIONS 
COMMITTEE ON Economic ACTIVITIES OF THE SOVIET Bioc InN Less DEVELOPED 
Countries, Marcu 3, 1958 


You have asked me to report to you on the scope and nature of Soviet bloc 
activities in the foreign economic field. This, of course, is a large and complex 
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subject, embracing as it does all aspects of the bloc’s economic relationships with 
the rest of the world, ranging from aviation to east-west trade. There is, how- 
ever, a new aspect of Soviet economic policy toward the free world which is be- 
coming a matter of major concern to the United States. That is the economic 
offensive in the less developed countries. It is to this new economic challenge of 
international communism that I would like to address my remarks today. 

The Department of State has received many inquiries from the public, the 
press and the Congress for information on the Soviet economic offensive. In 
response to these the Department and the International Cooperation Administra- 
tion have published summaries of the main features of the Soviet economic pro- 
grams. Also, the Department of State now has in preparation a more detailed 
study which will shortly be made available to the interested committees of the 
Congress. ? 

My remarks today are based largely on this material. When I speak of the 
Soviet economic offensive, or of the Soviet bloc, I mean to cover the whole of the 
International Communist system including Communist China. 

The beginning of the Soviet economic offensive dates from about 1953 and corre- 
sponds roughly with the emergence of new leaders in the Kremlin after the death 
of Stalin. In the hands of the new leadership aid and trade have become a part 
of an intensive diplomatic campaign which has concentrated heavily on points of 
weakness within the free world and which has been conducted with vigor, imagina- 
tion, flexibility, and dispatch. 

The bloc economic offensive consists of three main elements: 

First, the Soviet leaders have launched a wholly new program of economic 
assistance to the less-developed countries outside the Communist bloc, a program 
which has now reached sizable proportions. 

Second, they have stimulated a rapid increase in trade—both exports and 
imports—between the bloc and free-world countries. 

And third, they have stepped up the flow of Communist technical assistance to 
free-world countries by sending bloc technical personnel abroad and by bringing 
free-world students in to the bloc countries for technical training. 

The economic package of aid, trade, and technical assistance is being displayed 
through an effective advertising campaign. High Soviet officials have made 
numerous well-publicized visits to under-developed countries. Bloc countries 
are participating energetically in fairs and exhibitions throughout the world. 
Trade missions are being sent to a large number of countries. Special interna- 
tional conferences in a setting favorable to the interest of communism have been 
promoted, such as the Afro-Asian Peoples’ Solidarity Conference at Cairo. 

It was at this conference in December 1957 which was attended by many non- 
Communist delegates from Asia and Africa, that the Soviet representative de- 
scribed the Communist economic package in its most attractive and colorful 
wrapping: 

“We do not seek to get any advantages. We do not need profits, privileges, 
controlling interest, concession or raw material sources. We do not ask you to 
participate in any blocs, reshuffle your governments or change your domestic or 
foreign policy. We are ready to help you as brother helps brother, without any 
interest whatever, for we know from our own experience how difficult it is to get 
rid of need. Tell us what you need and we will help you and send, according 
to our economic capabilities money needed in the form of loans or aid * * * tv 
build for you institutions for industry, education and hospitals * * * We do 
not ask you to join any blocs * * * our only condition is that there will be no 
strings attached.”’ 

Now, I would like to describe the three parts of the Soviet economic package 
in more detail. 

THE BLOC AID PROGRAMS 


As I have indicated, the basic policy decisions of the Kremlin which led to the 
economic offensive were probably made sometime in 1953 and appear to have 
been associated with the advent of new leadership and new policies, internal and 
external. The first bloc loan to a country outside the Communist bloc, apart from 
ordinary commercial credits, was in January 1954, when the Soviet Union extended 
to Afghanistan a loan of $3.5 million for economic and technical assistance. By 
the end of 1954 bloc credits and grants to the less-developed countries outside the 
bloe totaled $10,600,000. By the end of 1955 they had risen to $305 million. At 
the end of 1956 they were nearly $1.1 billion and at the end of last year, 1957, 
they totaled over $1.9 billion. There have been offers of additional credits— 


notably one of about $30 million to Ceylon—in the first 2 months of 1958, 
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I have here a chart setting forth the country breakdown of bloc aid outstanding 
at the present time. This chart shows that, with the exception of Yugoslavia, 
a special case, bloc aid has so far been heavily concentrated in Asia and the 
Middle East. Egypt, Syria, India, Afghanistan, Indonesia, Ceylon, Cambodia, 
Nepal and Yemen account for all but a small part of the total. 

These are areas of the world where history, economics and popular feeling have 
combined to make Soviet aid offers attractive to a degree not well understood by 
Americans. In order to understand, we need to remember that all of these 
countries have living standards that are desperately low—the highest per capita 
income does not exceed $110 a year—and that the local governments are neces- 
sarily committed as a matter of the highest domestic political priority to promote 
economic development as rapidly as possible. 

We need to remember, also, that most of these countries were formerly parts 
of the colonial empires of Western Europe and that this historial fact has under- 
standably given rise to continuing hostility and to a tendency to blame present 
economic problems on previous political status. 

The people of these countries have had no direct experience with the iron rule 
of Soviet imperialism. Finally, we have to remember the simple fact that because 
the Soviet Union itself has recently risen from a backward economy to an indus- 
trialized economy its offers of assistance have a special appeal to the people of 
these countries, most of whom are still unaware of the brutal methods of repres- 
sion and privation through which the U. 8. 8. R. has forced its economic gains. 

The bloc economic credits thus far extended to the less-developed countries 
outside the bloc have been characterized by favorable terms from the viewpoint 
of the recipient countries. Typical bloc development assistance is in the form of 
a loan, although a few grants to countries in the Far and Middle East have been 
made. The customary interest rate is 24 percent. There is usually a period of 
1 year or more after deliveries are completed before repayment of the loans must 
begin. The period of repayment is usually 12 years, which means that many of 
the loans run for 15 years or more from the beginning of deliveries. 

An important feature of the repayment provisions, especially attractive to coun- 
tries which find difficulty in selling their exports on the world market, is that the 
Soviet bloc is usually prepared to accept goods in repayment as an alternative to 
payment in convertible currencies. 

Considerable publicity has been given to the low interest rate of 24% percent 
charged by the Communists. In contrast, United States loans carry substantially 
higher interest charges which normally do not go below the cost of money to the 
United States Treasury, now about 3% percent. 

The Soviet rate of 244 percent approximates the rate charged domestically by 
the Soviet State Bank on short-term credits. The U. 8. 8S. R. may have chosen 
the 2% percent rate as one which would preserve the nonpolitical appearance of 
the loans and yet symbolize the attractiveness of Soviet credits in contrast to 
those of the United States and other free countries. 

No doubt the Soviets would claim, as one of the benefits of communism, that 
capital costs are lower in Communist economies than in the free countries. Yet 
real capital costs must be extremely bigh in the Soviet Union where consumption 
has been consistently and severely repressed in order to obtain the resources for 
capital investment. It is reasonable to conclude that the 2% percent rate of 
interest charged by the Soviets on their credits to the less-developed countries is 
a concealed subsidy. 

The attractiveness of a loan must be judged by many factors, and not only by 
the interest rate. For example, although United States development loans for 
overhead—that is, nonprofit making projects—would carry interest at 34 per- 
cent, repayment might be scheduled over a period as long as 30 or 40 years, thus 
reducing the size of annual payments. 

Also, in a number of cases loans from our Development Loan Fund could be 
repayable in local currency, thereby avoiding a burden on the balance of payments 
of the debtor country. 

The developmental projects which are being financed by bloc assistance are 
often large-scale enterprises or programs having a substantial political and 
economic impact. 

In India, for example, the U. 8. 8. R. has agreed to supply the equipment for a 
large and complete steel plant at Bhilai, and to supervise its construction. The 
Soviet contribution of $132 million in machinery and structural steel is financed 
by a 12-year loan at 2% percent repayable in convertible currency or goods. 
The plant will have an annual capacity of 1 million tons of ingots and 750,000 
tons of rolled products and is scheduled to be in operation by 1959. 








— se Ss 


MUTUAL SECURITY ACT OF 1958 725 


In order to carry out the project a large number of bloc technicians and engi- 
neers have been sent to India. In addition, about 700 Indian skilled workers, 
technicians and engineers will receive training in the U. 8. 8. R. 

The Bhilai steel project, while small in comparison with steel plants in the 
United States, is of considerable significance to Indian economic development. 
This one plant will increase India’s present steel capacity by 60 percent and will 
result in a savings of foreign exchange to India of some $80 million yearly. 

In Egypt the most spectacular of the Soviet credits was the Soviet-Egyptian 
arms agreement of 1955 through which Egypt mortgaged an important part of 
its future cotton crops in return for Soviet arms, However, the U. 8. 8. R. is 
now giving Egypt economic help as well. 

In November 1957, the Soviet Union agreed to provide $175 million to finance 
machines and equipment for 65 projects in Egypt, including iron smelters, steel 
fabricating plants, shipyards, textile mills and other enterprises. Shortly there- 
after Czechoslovakia agreed to provide Egypt with an additional $56 million in 
credits for industrialization. The two credits together will provide 50 percent of 
the total foreign exchange cost of Egypt’s $700 million industrial development 
program. The terms are similar to those agreed upon with India. 

Egypt has a population of 23 million people who virtually depend upon the 
productivity of 6 million acres of Jand. The only possibility they have to increase 
their present low income of about $110 per capita annually is to expand their 
agricultural acreage and to promote a greater degree of industrialization. This 
requires not only a favorable market for cotton but also a sizable inflow of long- 
term capital from abroad. In the current situation in the Middle East, the Soviet 
Union is providing Egypt with some of both, thereby enhancing its prestige and 
influence in the area. 

The recent Soviet development credit to Syria is a particularly interesting 
example of the bloe economic offensive, not only because of its size in relation to 
the Syrian economy, but because its full implementation could lead Syria into 
troubled economic waters. The Soviet-Syrian economic agreement of October 
1957, provides that the U. 8. 8. R. will finance, over a 7-year period, about 30 
percent of the cost of 19 major Syrian development projects—including hydro- 
electric power, irrigation works, railways and bridges, mineral exploration and a 
fertilizer plant. 

If all projects are actually completed, the Soviet contribution would approxi- , 
mate $168 million. However, if Syria is to defray the local currency costs of all 
these projects, estimated at $390 million, our economic experts believe that there 
would have to be a dangerous degree of money creation, resulting in serious 
inflation. The Communist prescription for meeting such a situation, of course, 
would be the introduction of complete State control of the economy in order that 
resources could be directed away from consumption into development. 

I should point out that we do not yet know the method of implementing the 
Sgyptian and Syrian economic agreements under the new United Arab Republic. 

In Indonesia, growing economic and political difficulties have attracted Com- 
munist interest. Repeated bloc offers of arms as well as economic aid have been 
made to Indonesia during the past few vears. However, it was not until Febru- 
ary of 1958 that the Indonesian Government ratified a major economic aid agree- 
ment with the U. 8S. 8. R. which had been negotiated in 1956. The agreement 
provides for a Soviet credit to Indonesia of $100 million for industrial equipment, 
building materials and resource surveys, as well as for Soviet-Indonesian coopera- 
tion in the field of atomic energy. The terms are like those for other Soviet 
credits, including a provision that Indonesia may repay in goods as well as 
convertible currency. 

BLOC TECHNICAL ASSISTANCE 


Along with the increasing flow of bloe aid there has been a flow of bloc tech- 
nicians, and the bloc has provided training facilities in the U. S. 8. R. and the 
European satellites for visiting students and technical personnel from the free 
world. During the last half of 1957 alone we estimate that over 2,300 bloc 
technicians spent a month or more in 19 underdeveloped countries. 

Most of these—some 1,600—are associated with economic development proj- 
ects. During the past year about 2,000 technicians and students from the 
underdeveloped countries have been brought to Moscow, Prague, Peiping and 
other bloc centers for study and training. Of these some 500 have enrolled in 
universities or for other advanced training, often for a period of several years. 

As in the case of credits, technical assistance rendered by the bloc is highly 
concentrated. About 80 percent of bloc technical personnel abroad are found 
in Egypt, Syria, India, Indonesia, and Afghanistan. Bloc technicians are re- 
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ported to be competent in their field of specialization. Their living standards 
are much closer to those prevailing in the countries they visit than are the living 
standards of our own technical personnel. There is no evidence to indicate that 
they have as yet engaged in extensive or open propaganda activities. 

Yet it would appear inevitable that there is great opportunity for the spread 
of Communist ideology through the exchange of large numbers of students and 
technical people between the Soviet bloc and many of the less developed countries 
which have no strong traditions of political democracy or private enterprise. 

To sum up the aid and technical assistance programs of the Soviet bloc, they 
have grown rapidly in little more than 3 years. 

They are now large enough to have a substantial economic and political impact 
in the selected areas. 

They are, so far at least, heavily concentrated in parts of the free world where 
conditions are most inviting. 

They are extended on terms favorable to the recipient, both as to conditions 
of repayment and the form of repayment. 

They are accompanied by a large two-way flow of technical personnel between 
the bloc and recipient countries. 

They are undertaken with dispatch and are, on the whole, managed with 
competence. 

It is not my purpose today to compare the bloc assistance programs with our 
own, which, taken as a whole, are much larger and extend over a much broader 
geographical area. I would like to point out, however, that, in the countries in 
which the bloc has centered its efforts, bloc economic assistance is sizable in 
comparison with that extended by the United States Government and American 
private enterprise. 

As you can see from this chart, between the middle of 1955 and early 1958, 
bloc economic assistance to certain countries of Asia and the Middle East amounted 
to more than $1 billion. In roughly the same period, and for the same grouping 
of countries, United States governmental economic assistance and new United 
States private investment, mostly in the oil industry, together amounted to a 
little less than $2 billion. The'totals are not strictly comparable, because the 
bloc credits are to be drawn down over a period of vears. Actual deliveries 
under the bloc economic credits are generally proceeding in accordance wi! 
agreed schedules, but are still small in relation to total commitments. Never- 
theless, it is clear that in this ares the Soviet effort is substantial. 


THE BLOC TRADE PROGRAM 


Partly because of its novelty, the foreign-aid side of the bloc economic offensive 
has received more publicity in the free world than bloc trade. Soviet statements, 
however, have tended to stress international trade. A Soviet author states that 
“The most important form of economic cooperation of the U. 8. 8. R. with other 
powers, including the countries which are poorly developed in regard to economic 
relationships, is foreign trade.” 

Traditionally, the Soviet Union has participated in world trade only to a 
negligible extent. The variety of Russia’s economic resources has enabled it to 
carry out with considerable success the Soviet doctrine of autarchy, or national 
self-sufficiency. The economies of the eastern European satellites, on the other 
hand, have been historically tied to the international market, and their need for 
trade with the free world has continued despite economic distortions imposed 
under Communist domination. 

In the bloc trade drive of the past few vears the satellite countries have accord- 
ingly participated to a major degree, although there has been a substantial ex- 
pansion of the trade of the Soviet Union itself 

The trade offensive has been spearheaded by the campaign to broaden the bloc’s 
network of trade agreements with the less developed countries. These bilateral 
agreements usually express the willingness of both parties to engage in trade, 
establish the types of commodities that might be exchanged, sometimes set 
target quotas for these items, and arrange for the means of payment. 

The underlying principle of the agreements is barter—that is, a bilateral balance 
is sought in the exports and imports between the bloc country and the free-world 
country. The bloe’s bilateral trade agreements with the less developed countries 
of the free world—that is to say, with that part of the free world which has been 
the main target of the bloc aid program—numbered only 49 in 1953. By the end 
of 1957, their number had grown to 147. 

Bilateral trade agreements, accompanied by aggressive advertising through 
trade fairs and exhibitions, have enabled the bloc to increase its trade with the 
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less developed countries to over $1.4 billion in 1956. This was an increase of 27 
percent over 1955 and of 70 percent over 1954. In 1957, bloe trade with these 
areas probably rose by another 20-25 percent. 

Except in a few cases, bloc trade with the less developed countries has not 
reached the point where dependence on the bloc market has become critical. 
The questions are, rather, the trend of the trade as a whole and the growing bloc 
capability to create dependence in selected markets. In 1953, the bloc accounted 
for only 12 percent of Egypt’s exports, but in 1956 it absorbed 34 percent and, 
last year, 1957, about 46 percent. A similar pattern has already emerged in 
Iceland’s trade, and is now developing in Syria. Broadly speaking, throughout 
Asia and the Middle East, trade with the bloc has increased faster than trade 
with the free world. With certain Latin American countries, also, the bloc share 
of trade has increased since 1953. 

It is clear that, wherever bloc aid programs expand, trade expansion will follow. 
As bloc credits are drawn down by the recipient nations, imports from the bloe 
will increase. And, as these credits are paid off, frequently in commodities, ex- 
ports to the bloc will grow. The trade and aid programs of the bloc are, there- 
fore, closely related to one another. 

The Soviet bloc has also engaged in opportunistic trading activities as an enter- 
ing wedge in situations favorable to its political interest—a modern form of 
economic warfare. It has taken advantage of Burma’s temporary rice surplus, 
Egypt’s cotton-disposal problem, and Iceland’s difficulty in marketing fish to 
increase its economic relations with those countries. 

It has recently tried to arrange a tie-in barter and aid deal for Sudan’s cotton, 
which was hard to move because it was priced above the world market. Expe- 
dient offers have been made to buy other products from free-world countries faced 
with marketing difficulties, including Uruguayan wool and Colombian coffee. 

Resentment at restrictive features of free-world commercial policies are ex- 
ploited by Communist propaganda, which also plays upon the widespread feeling 
in underdeveloped countries that the industrial countries of the free world can 
somehow manipulate the terms of trade to the disadvantage of exporters of pri- 
mary products. 

Their own theories which predict the decline of the free-enterprise system have 
made the Communists quick to exploit any weaknesses which they perceive in 
international economic relations within the free world. Communist doctrine has 
steadfastly held that our free system is in a state of crisis, characterized by domi- 
nation of the underdeveloped countries by the industrialized countries, periodic 
deep depressions, and economic class warfare. The development of a Communist 
market in the field of trade is portrayed by the leaders of the Kremlin as helping 
the less developed countries to reduce their economic dependence on the United 
States and Western Europe, thus furthering their political independence and na- 
tional sovereignty. In this context, anything the bloc does to exacerbate tensions 
within the free world is considered as “giving history a push”’ in hastening the 
decline of a decadent ‘‘western imperialist capialism.”’ 





RLOC CAPARILITIES 


The bloc economic offensive has already gained momentum. How much farther 
can the Soviet leaders use the economic power of the bloc to advance the political 
objectives of international communism? The answer to this question depends 
partly upon the economic resources available within the bloc and partly upon the 
policy of the Soviet Union. 

The rapid growth of the economy of the U.S. S. R. is a matter of record. Its 
gross national product is now estimated at $170 billion. It has been growing at 
an average annual increase of 7 percent as compared with 4 percent for the United 
States. 

Soviet industrial growth is increasing even more rapidly. It is now advancing 
at an annual rate, average rate of 8 or 9 percent, as compared with 4 percent for 
the United States. The U. 8. S. R. is now the second greatest industrial pawer 
in the world. 

The U.S. 8. R. also has at its disposal the resources of a large part of Eastern 
Europe, including the industrial economies of Czechoslovakia and East Germany. 

The entire bloc, including Communist China, has a gross national product of 
$280 billion. It produces in quantity the principal kinds of manufactures, 
including machinery and capital goods, which the less-developed countries require 
for their economic development. It is also capable of arranging its economy so 
as to absorb large amounts of raw materials and foodstuffs from the rest of the 
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world—cotton, wool, hides, rubber, nonferrous metals, oilseeds, rice, sugar, cocoa 
and the like. 

There is little doubt, therefore, that from the technical economic viewpoint the 
bloc can greatly intensify its economic relations with the less-developed countries 
of the free world. Also, it can probably do this with economic benefit to itself. 
Industrial growth within the bloc, which has increased much more rapidly than 
has the output of agriculture and raw materials, probably would now make it 
economically advantageous to the bloc to encourage expanded trade with the free 
world, exchanging in increasing degree, bloc industrial goods for free world food- 
stuffs and raw materials. 

It should be observed, also, that its aid programs constitute an economic drain 
on the bloc only in the short run. Eventually such aid, which consists almost 
entirely of credits, brings its return in imported goods. It is probable, therefore, 
that continuing expansion in economic assistance to free-world countries could be 
undertaken without a serious long-term strain on the bloc resources. 

The principal limitation on the bloc’s engagement in international aid and trade 
would appear to lie in the desire of the Soviet Union to avoid substantial depend- 
ence of the bloc on trade with countries not subject to its political domination. 
In other words, it seems probable that the bloc will not expand trade with the 
free world to the point where it would have difficulty in doing without imported 
supplies, or that it will confine large-scale expansion to areas which it can hope to 
dominate politically in the future. 

Yet the Communist desire for self-sufficiency still ieaves large room for increas- 
ing the present levels of aid and trade. Despite its considerable growth, the bloc 
program of military and economic aid to the underdeveloped countries, amounting 
to some $2 billion between 1954 and 1957, constituted less than 1 percent of the 
gross national product of the Soviet Union and Eastern European satellites for 
one year. - 

Also, the total exports of the Soviet bloc in 1957 to the whole of the free world 
probably amounted to less than 2 percent of its gross national product, or less 
than half the ratio which prevails for the United States. 

The bloc, in short, can throw into the scale sizable economic resources not only 
without damage to itself, but probably with positive economic benefit. Whether 
it will do so will depend upon the calculations of the Soviet strategists, who will 
weigh the political advantages of more trade and aid against the dangers of undue 
economic dependence of the bloc on the outside world. 

In 1955 Mr. Khrushchev told a group of visiting United States Congressmen 
that ‘‘We value trade least for economic reasons and most for political purposes.” 
The Soviet economic offensive is an arm of Communist foreign policy. We 
should anticipate that it will be pushed wherever the diplomacy of the Kremlin 
decides that it can be useful in gaining good will for the Soviet Union, spreading 
Communist ideology, disrupting econo ic relations among the free world, bring- 
ing free-world countries into the political orbit of the bloc, and encouraging 
hostility to the United States and its allies. 

The extent to which the Soviet bloc can succeed in furthering these purposes 
through trade and aid will be importantly influenced by our own actions. For if 
we fail to carry forward our own trade-agreements program, thereby offering to 
the world only diminishing prospects of trade with us, the opportunities open to 
the Soviet strategists will be correspondingly enlarged. 

In closing, Mr. Chairman, I would like to quote a few lines from President 
Eisenhower’s message to the Congress on the Mutual Security program on the 
attitude which our Government should adopt toward the Soviet economic offen- 
sive: 

“Tf the purpose of Soviet aid to any country were simply to help it overcome 
economic difficulties without infringing its freedom, such aid could be weleomed 
as forwarding the free world purpose of economic growth. But there is nothing in 
the history of international communism to indicate this can be the case. Until 
such evidence is forthcoming, we and other free nations must assume that Soviet 
bloc aid is a new, subtle and long-range instrument directed toward the same old 
purpose of drawing its recipient away from the community of free nations and 
ultimately into the Communist orbit.” 


Mr. Ditton. There is, however, one vital point which I would like 
to stress now: that is, unless the people of these new nations, deter- 
mined as they are to make economic progress, can turn to the free 
world and particularly to the United States for indispensable help, 
the future will indeed be tragic for them and tragic for us. 
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The Development Loan Fund is the primary instrument of our 
Government to meet this crying need which cannot be met from 
ordinary sources. It must have the full resources now authorized 
for it. They are at most no more than the barest minimum. 

Acting Chairman Morean. Thank you, Mr. Secretary. 

We will now proceed with Mr. McIntosh. Go right ahead. 


STATEMENT OF HON. DEMPSTER McINTOSH, MANAGER, 
DEVELOPMENT LOAN FUND 


Mr. Mclnrosu. Mr. Chairman, I appreciate your permission to 
read my statement. 

Mr. Vorys. Mr. Chairman, I believe this is the first time Mr. 
MelIntosh has been before our committee. Might it not be helpful 
to the committee to have him give a little of his background? 

Acting Chairman Morean. Will you identify yourself? 

Mr. McInrosx. Thank you. 

I have been engaged in foreign business for about 35 years. I have 
worked and traveled over most of the world in the export business. 

In 1953 I was appointed Ambassador to Uruguay and served there 
for two and a half years and in 1956 I was appointed Ambassador to 
Venezuela. On January 3 | was given the post of manager of the 
Development Loan Fund. 

Mr. Jupp. Before or after the blowup in Venezuela. 

Mr. McInrosu. I left just before. 

Acting Chairman Morean. Go right ahead, s 

Mr. Mclnrosu. I welcome this opportunity to appear before this 
committee for the first time. 

Mr. Dillon has already reviewed the administration’s proposal for 
incorporation of the Development Loan Fund, outlined the basis for 
our request that the Congress appropriate the full $625 million already 
authorized, and indic ated what the Fund has been doing since its 
establishment. I should like to use this opportunity to report further 
on the Fund’s operations thus far and to indicate what might be ex- 
pected of it in the foreseeable future. 

First, I am pleased to announce that the Loan Committee has given 
its approval to loans totaling $122 million for development activities 
in seven countries. This includes $75 million for India, which was 
officially disclosed last week. Public announcements on ‘each of the 
additional approvals will be made when the borrowers are informed 
and certain details resolved. In addition, the committee has ear- 
marked $20 million for proposals which we expect to mature into 
loans when full technical justification is received. 


PROPOSALS ON HAND 


All told, the Fund now has under consideration about $1.5 billion 
in loan proposals. What kinds of activities are involved and where 
are the proposals from? 

Almost 200 proposals have been received from 4 continents. 
In terms of value, the bulk have come from the countries of Asia. 
Slightly more than 40 percent of the total has been received from 
South Asia, 25 percent from the Near East, almost 20 percent from 
the Far East, slightly less than 10 percent from Europe, and the 
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balance from Africa and Latin America. It should be noted that the 
figures for South Asia are heavily weighted by approximately $400 
million in proposals from India. These constitute the more urgent 
requirements from a much larger list presented by that country. 

In terms of the type of facilities involved, proposals for investment 
in manufacturing enterprises account for almost 35 percent of the 
$1.5 billion now under consideration. Power on the one hand, and 
transport and communications on the other, each account for an 
additional 25 percent. 

Another 12 percent is distributed in approximately equal portions 
between water resource and mining development, and the balance 
consists of food and agriculture and miscellaneous activities. 

It is evident from this, that although the single largest bloc of pro- 
posals has been received for profit-earning manufacturing enterprises, 
almost 60 percent of the total dollar value 8 rtains to projects which 
can be described as economic overhead, e. g., roads, multipurpose 
dams, communications. 

More than 40 percent of the dollar value of the proposals before the 
Fund is for privately owned enterprises, and another 5 percent repre- 
sents applications involving mixed public and private ownership. If 
the applications from India are excluded, proposals for privately 
owned enterprises comprise 20-25 percent of the total which remains. 

The question might well be asked ; how v alid, or of what importance 
are the $1.5 billion in proposals to which I have referred? We believe 
they are all proposals which merit serious consideration. 

Many more inquiries have been made to the Fund than are re- 
flected in the $1.5 billion. For example, hopeful applicants approach 
the Fund daily in connection with projects that are clearly inappropri- 
ate in terms of its purposes and lending criteria. Such inquiries are 
excluded from the list which we have under consideration. I have 
reviewed this list from time to time and personally excluded a number 
of items that are clearly not worth expenditure of staff effort. 

I should also note that the Fund does not count as being presently 
under consideration and does not include in the total of proposals on 
hand, many apparently good projects which applicants have dis- 
cussed with us, or with United States Embassies or ICA missions, but 
for which we have not as yet received actual proposals. A number of 
proposals which have been referred by the Fund to other banking 
institutions are in the same category. 

The proposals are not all of equal quality and many will have to be 
reinforced by additional backup material. While we are convinced 
that they all merit serious scrutiny, we anticipate that some will not 
stand the test of intensive technical review and that others will fall 
by the wayside because financing is actually available from other 
sources, because it will not be possible to reach agreement on terms, 
or for other reasons. In this connection, approximately $85 million 
of proposals which were under consideration are no longer in that 
status, either because they have been acted on unfavorably by the 
Loan Committee, or because other institutions are seriously considering 
the possibility of providing the necessary financing. 
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ACTUAL AND PROJECTED ACTIVITY 


The loans just given approval by the Loan Committee are the result 
of many months of preparation. As you recall, the Congress author- 
ized establishment of the Fund in mid-August of last year and appro- 
priated $300 million in September for its first year of operation. 
Shortly thereafter, the Loan Committee, consisting of the Deputy 
Under Secretary of State for Economic Affairs, the ‘Chairman of the 
Board of Directors of the Export-Import Bank, and the Director of 
the ICA, began to meet and a small, skeleton staff was assembled. 

The first task was clearly to establish the procedures, basic policies 
and loan terms and conditions within which the Fund would function. 
Once developed, these were publicized on a worldwide basis in a 
variety of ways, including the little gray pamphlet which many of 
you have already seen. We have printed and distributed almost 
19,000 copies of this document. By mid-January the final element 
of the Fund’s lending terms was made known with the announce- 
ment of its interest rates. 

When these preparations were in their early stages, loan proposals 
began to trickle in. By the end of December, more than $500 mil- 
lion of proposals were on hand. One month later, the total had 
soared to over $1.4 billion. And by the end of February, the Fund 
had received over $1.5 billion in development loan proposals. 

The high rate at which proposals were received in December and 
January has begun to taper off. Nevertheless, we expect several 
hundred million more by the end of this fiscal year and another $1 
billion during fiscal year 1959. Thus, by June 30, 1959, we expect 
to have had between $2.5 to $3 billion in loan proposals under con- 
sideration. 

Our staff is now processing applications on hand in ever-increasing 
numbers and the Loan Committee are passing on several at each 
weekly meeting. 

The procedure the committee has established is roughly as follows: 
If, after preliminary investigation, a loan proposal is found to be con- 
sistent with the policy and seems to be economically worthwhile and 
financially sound, it is accepted for intensive study and full technical 
justification is invited. 

At this point funds are ‘earmarked ;” ‘“earmarking”’ is an internal 
administrative device which provides assurance that funds will be 
available when and if a proposal is finally approved. If it is approved 
after a thorough examination of the technical details, funds are com- 
mitted and a loan agreement negotiation undertaken. 

Actually, it has been possible to commit funds for some proposals 
that have not gone through the earmarking stage, because they have 
been received in a form requiring no further technical justification. 

On the basis of projects now on hand, we expect that our commit- 
ments will total $200 million, and another $100 million will be ear- 
marked, by the end of this fiscal year. Thus, we will have used up 
the entire $300 million now available to the Fund. 

In addition, there are many other proposals before us worthy of 
serious consideration. In anticipation of additional appropriations 
by the Congress, we will continue to review them, although we are 
aware of the risk involved in arousing expectations that we cannot 


fulfill. 
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Furthermore, even with the provision of the $625 million which the 
administration now requests, our resources will be quite small com- 
pared to the $2.5 to $3 billion in proposals which we anticipate. 


LOAN POLICIES 


We are looking at each of the projects now before us in terms of 
criteria laid down in the legislation as well as others adopted by the 
Loan Committee to carry out the intent of Congress and for adminis- 
trative reasons. As you know, the authorizing legislation establishes 
the following basic criteria that a project must meet to be eligible for 
Fund financing. 

(a) The project must contribute to the economic growth of the 
country. 

(6) The project must be economically sound and _ technically 
feasible. 

(c) Financing must not be available from other free-world sources 
on reasonable terms. 

(d) There must be a reasonable prospect for repayment. 

(e) The project must be one which will assist free peoples and the 
country involved must not be in violation of the Battle Act. 

We have also announced that the Fund will not generally finance 
credit for United States exporters, but will refer such proposals to the 
Export-Import Bank; that it normally will not consider the financing 
of exports for resale, nor working capital loans, that it will not consider 
proposals which are essentially ‘for refunding or refinancing: and that 
service industries or those which produce “goods of a less essential 
nature, or industries that do not earn or save foreign exchange gen- 
erally will have low priority. The Fund also expects that private 
investors seeking financing will contribute a reasonable amount from 
their own resources to the funds required for the new investment. 

I can assure you that each proposal before the Fund is being sub- 
jected to the most rigorous scrutiny. We recognize that development 
is a long-term process and that we are not required to obligate our 
funds by any given date. We are, therefore, taking the time neces- 
sary to assure that each project is technically sound, financially 
feasible and economically important to a country’s growth. 


RELATIONSHIP WITH OTHER LENDING INSTITUTIONS 


Just as the authorizing legislation requires that the Fund not com- 
pete with private investment, it also enjoins any competition with the 
Export-Import Bank and the International Bank for Reconstruction 
and Development. By placing the Chairman of the Board of Direc- 
tors of the Export-Import Bank on the Loan Committee, the Mutual 
Security Act provides a device which assures close coordination of the 
Bank’s activities with those of the Fund. This top-level coordination 
has been supplemented by the establishment of both a formal proce- 
dure for determining the extent of the Bank’s interest in proposals 
before the Fund as well as continuing consultations at the staff level. 

The Export-Import Bank is now forwarding to the Development 
Loan Fund for consideration applications which are economic ally 
feasible and meritorious but which it does not wish to finance because 
of the limited dollar repayment capacity of the borrower. Conversely, 
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the Fund forwards to the Export-Import Bank applications which 
appear more suitable for Bank financing. The Bank is now giving 
serious consideration to several such proposals. 

The executive branch proposal for incorporation of the Fund would 
continue to provide an opportunity for coordination with the Export- 
Import Bank at the Board of Director’s level and it would also rein- 
foree the informal coordination which now exists with the IBRD by 
placing the United States Executive Director of that institution on 
the Fund’s Board of Directors. Consultations are now underway 
with the IBRD looking toward possible joint financing of several 
projects. 

STAFFING AND ORGANIZATION 


The Fund, both in its present and incorporated form will not dupli- 
cate the activities and personnel of other agencies of the Government. 
Consequently, the staff of the Fund will be kept modest in size. The 
Fund will use its own assets to meet administrative expenses. Current 
plans are to increase the present administrative staff of 25 to 42 by the 
end of fiscal year 1959. At that time, we anticipate that approxi- 
mately half of our staff will be professional, and half clerical and 
stenographiec. 

This small staff will use to a maximum degree the personnel resources 
of other agencies of the Government. Thus the United States opera- 
tions missions and embassies will receive applications from prospective 
borrowers, provide necessary information and advice, supply appro- 
priate information to interested parties, and maintain contacts and 
conduct negotiations with applicants when necessary. 

On the W ashington end, it is planned that the Export-Import Bank 
will provide the same services which it now performs for the ICA in 
the administration of loans. It is considered appropriate that the 
bank perform these activities since it is well versed in, and has the 
personnel to provide, these services. 

It is also contemplated that the ICA will provide accounting and 
administrative services on a reimbursable basis. 

The Fund will continue to call on the economic, technical and finan- 
cial services of the Export-Import Bank and the ICA. As appropri- 
ate, the technical facilities of other Government agencies will be used 
on a reimbursable basis. The Fund may, for example, call on the 
Bureau of Public Roads or the Public Health Service to survey the 
technical aspects of proposals under consideration. The Fund may 
also employ the services of private consulting and engineering firms. 
If all necessary engineering and other operational services can be ob- 
tained from these sources, the Fund will not need a large operational 
staff. 

By utilizing public and private resources in this manner, it will be 
possible for the Fund to obtain highly competent expert services in a 
wide variety of fields from other sources while holding its own per- 
manent staff to a modest size. 

The Fund will have sufficient staff to secure and evaluate technical, 
engineering, financial and other information bearing on proposals 
before the Fund, to permit independence of judgment in applying 
the criteria which govern the operations of the Fund, to exercise re- 
sponsibilities for the 1 negotiation of loans and other transactions of the 
Fund, and otherwise to carry out effectively the objectives of the 
Fund. 
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Accordingly, the Fund requires in its key positions people with con- 
siderable experience and skill. In addition to the managing director 
and the deputy managing director, the executive branch is proposing 
that three statutory positions be authorized for the Development 
Loan Fund. We are convinced that the required talents will be ob- 
tained only by offering adequate compensation and that the proposed 
investment will be insignificant compared to the results obtained. 

The staff of the Fund will be organized into four distinct operating 
units. An Office of Finance and Development will be responsible for 
general financial management and for handling such special problems 
as loan terms and conditions, promotion of development banks and 
private enterprise participation. A Loan Operations Office will be 
responsible for preparing the economic, technical, and financial eval- 
uation of proposals before the Fund. In addition, the proposed corpo- 
ration will have a General Counsel and secretary. 


CONCLUSION 


In conclusion, I should like to add a personal note. From 1918 to 
1953, during a period of 35 years, I was engaged in foreign trade. I 
earned my living doing business in forei ‘ign countries. I have worked 
and traveled in most of the countries of the world. Whatever 
knowledge I may have of foreign countries and foreign peoples has 
come from actual experience and contact with many thousands of 
people on the ground, out in the field. 

I am convinced that, aside from a humanitarian interest in helping 
the less-developed peoples, it is in our interest to have economic and 
political stability around the world and also to have increased con- 
sumption and buying power on the part of the peoples of the world. 
These objectives will not be achieved without our continued help. 

As Congress decided last fall, more financial assistance must be 
provided than is available from existing institutions, and the Develop- 
ment Loan Fund was created to help fill that need through loans 
provided on terms which existing institutions cannot offer. 

I think the Development Loan Fund represents a sound concept. 
With good management and with the all-important support from 
Congress, I firmly believe that the Fund can do a constructive job to 
the benefit, not only of the peoples in the underdeveloped countries, 
but also the people of the United States. 

Thank you. 

Acting Chairman Morean. Thank you, Mr. MelIntosh. The 
committee will now proceed with questions, under the 5-minute rule. 

Mr. Dillon, on page 6 of vour statement, when you speak of multi- 
lateral funds, I notice in your comparison you apparently refer to the 
proposal of the International Development Association. 

Mr. Ditton. I did not mean by any statement I made there to 
criticize any particular proposal. I was referring to some remarks 
that had been made about that proposal. We think it is a most 
interesting one and we intend to study it with care. What I wanted 
to point out was that by taking loca] currency out of United States 
control and putting it into multilateral control you do not give it any 
additional value, and secondly, that the establishment of such an 
institution will not decrease the demands on the United States for 
developmental capital if the needs of the underdeveloped areas of the 
world are to be met. 
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Acting Chairman Morean. Thank you, sir. 

Mr. McIntosh, who finances preliminary surveys for projects under 
the Development Loan Fund? For instance, in an engineering project, 
who finances it? 

Mr. McInrosu. Many of the projects submitted to us have already 
been surveyed in connection with applications for loans from the 
Export-Import Bank or from the International Bank. 

If a preliminary engineering survey is called for in connection with 
a proposal made to us, it will “normally be paid for in the loan. 

Acting Chairman Moraan. Paid for out of the actual proceeds 
of the loan? 

Mr. McInvosu. That is right. In other words, we would expect 
the borrower to pay for that. Although the Fund could in some eases 
pay for it as operational expense of the Fund. 

Acting Chairman Morean. Will the hiring of additional personnel 
in setting up the Development Loan Fund “result in a reduction in 
the force of the ICA? 

Mr. McInrosu. Mr. Chairman, I don’t believe it will because I 
think the functions being performed by the Development Loan Fund 
are new functions which have not previously been performed in fact 
in exactly the same manner by ICA. 

Acting Chairman Morean. There will not be any need to eliminate 
any ICA jobs? 

Mr. MctInrosu. I do not believe so, sir. 

Acting Chairman Morean. That is all. Thank you. 

Mr. Vorys. 

Mr. Vorys. Mr. Chairman, this report this morning is music to 
my ears. It represents the culmination of 10 years of effort on my 
part to get more of our aid program in the form of loans. The incorpo- 

‘ation of the Fund and the organization proposed strike me as excellent 
for the purpose of helping the world and efficiently and effectively 
serving our own interests. 

I want you to note that the activities of the Development Loan 
Fund are to direct not only their own operations but to supplement 
and stimulate and coordinate the operations of other public lending 
organizations and private enterprise. 

On the question of repayment of aid loans, none of you put it in, 
so I want to put it in to take care of those who, because they remember 
what happened after World War I, think that loans are the same as 
grants. On September 30, 1957, we had made, after World War II, 
$15.401 billion in loans and by that date we had been paid back on 
principal, $4.696 billion and in interest, $1.946 billion. 

That is, we have gotten $6.644 billion back on the $15 billion that 
we had put out. 

Mr. SretpEen. Will the gentleman yield? 

Mr. Vorys. I yield. 

Mr. Setpen. Is that amount in American dollars? 

Mr. Vorys. Yes. 

Mr. SetpEen. Of course the amount loaned under the Development 
Loan Fund will not be returned in American dollars. 

Mr. Vorys. That is right, in part, and so far as I am concerned, 
when we make these long-time loans in foreign countries, if we are 
going to have a peaceful, developed world, those loans are ultimately 
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wheat in the mill, for they can come back in the form of trade and 
raw materials that we need. 

Mr. Seven. But the return we get from the new Fund will be far 
in the future and will not show up immediately as has been the case 
in previous programs. 

Mr. Vorys. That is right. We can wait to get it back because we 
are going to be increasingly a have-not country in essential raw 
materials. 

Now, I cannot yield further on my 5 minutes. 

You talk about the flow of capital from the United States. Doesn’t 
that mean export of manufactured goods and know-how? That is, 
business for the United States? Is that not right? 

Mr. Ditton. Either directly or indirectly, yes, sir. 

Mr. Vorys. Directly or indirectly. The capital flows away but it 
is no good to any other country until it flows back and they buy 
things with it in this country. 

Mr. Diiion. That is correct. 

Mr. Vorys. And the things they are going to buy are not raw 
materials in which we are short, but stuff that, particularly in a 
slight period of recession, we would be glad to make and sell. Is that 
not right? 

Mr. Ditton. That is correct. 

Mr. Vorys. And also, I imagine in here will be some technical 
assistance in the way of engineering skills, and so forth, that we are 
going to get paid for. 

Mr. Ditton. That is also correct. In that connection, these 
surveys may sometimes be paid for with Technical Cooperation F unds, 
too, and not necessar ily only out of the Loan Fund. 

Mr. Vorys. On maintenance of value which you mentioned on 
page 11, Mr. Dillon, does this not mean that there is some sort of a 
guaranty against devaluation, and so forth, so that we do not get the 
value of our loan whittled down by inflation? 

Mr. Ditton. That is correct. That is what we mean to insure 
against. 

Mr. Vorys. Thank you very much. 

Acting Chairman Morean. Mr. Carnahan. 

Mr. CarnaHan. I would like to comment further on the $15 billion 
loans since the end of World WarII. It perhaps might be a little more 
understandable if it were pointed out that in repayment of principal 
and interest we have gotten back about half of the original loan and 
in the repayment of principal we have gotten back about one-third 
of it. That is a very good record. 

Mr. Vorys. And all of that used to be called soft, fuzzy, govern- 
ment-to-government loans, the kind that were no good. Excuse me. 

Mr. Carnanan. I would like to ask Mr. Dillon, since it has been 
sti ited that by the end of next year we probably will have applications 
of 2% to 3 billion dollars to the Fund, did you give any consideration 
to asking for the $2 million that was not appropriated in the first 
year? You asked just for the $625 million—why not ask for the 

$200 million remaining of the $500 million already authorized in addi- 
tion to the $625 million, which was also authorized last year. 

Mr. Dition. That is a good question, Mr. Carnahan. I think 
there are probably two reasons for that. 
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First, we felt that the decision of the Congress had been pretty 
definite last year and by going back again we would be in effect asking 
them to reverse that decision, which we did not feel in the circum- 
stances was a wise thing to do. Second—a factor which probably 
had a great deal to do with our decision at the time when we made up 
this budget estimate, we had no way of knowing—this was finalized 
last December—applications under this were very small. We knew 
that a lot more applications would be coming in, but we did not have 
any idea how many and I think the fact that we have received as many 
as we have, practically all of them from the 15th of December to date, 
has created a somewhat different situation. I frankly do not know 
what our decision would have been if we could have known at that 
time that we would have had so much in the way of applications for 
reasonably good projects. It might well have been better to ask for 
the extra funds. 

Mr. Morano. Will the gentleman yield at that point? 

Mr. Carnanan. I am afraid my time will not permit and I just 
want to ask a technical question. Where does the pay of your staff 
come from? 

Mr. McInrosu. That will come from the money in the Fund. 
Our administrative expenses come out of the Fund. 

Mr. CarNAHAN. You mean you would not have $300 million to 
loan because you will have to pay administrative expenses out of it? 

Mr. McInrosu. That is, after we are incorporated. The present 
expenses of the staff are not coming out of the Fund. 

Mr. CarnaHAN. Where are they coming from? 

Mr. McInrosu. They are coming from ICA. 

Mr. Morano. Will the gentleman yield now? 

Mr. CarNnaHwan. Yes. 

Mr. Morano. The fact of the matter is that the administration is 
not asking this committee to authorize any more money at all for the 
Development Fund, and that your request for the additional $625 
million which has already been authorized for this coming fiscal year 
must be directed to the Appropriations Committee? 

Mr. Ditton. That is correct. 

Mr. Morano. And if you felt so inclined, you could go to the 
Appropriations Committee after this bill has—when they are ready to 
appropriate the money and ask for $825 million instead of the $625 
million, could you not? 

Mr. Dixon. I presume that is possible, yes. 

Mr. Morano. And there is a possibility that you might do just 
that? 

Mr. Ditton. We have not considered that yet, but it is probably 
something we should give consideration to. 

Acting Chairman Morean. The gentleman from Missouri’s time 
has expired. 

Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Secretary and Mr. Manager, I want to commend you on your 
excellent statements. I think you made a fine presentation and 
have covered the subject exc eedingly well. 

On page 19 in this mutual security program booklet is a good chart 
showing the Soviet commitments economically and militarily in 
certain “strategic countries. 








738 MUTUAL SECURITY ACT OF 1958 


Now, I would like to ask how the request for loans against the 
Development Loan Fund compares with the commitments that the 
Soviet Union has made in these countries. 

You mentioned one figure with respect to India. Do you have the 
above information? 

Mr. Drixon. | think we could get that for you. I think one thing 
that would be quite different is this great big expenditure of economic 
aid by the Soviet, or promise of it, to Y ugoslavia. There has been 
very little, if any, direct request to the Development Loan Fund. I 
do not think there have been any—from Yugoslavia. 

Of course, there have been none from Egypt “and none from Syria. 

Also none from Afghanistan which may make no application 
because Afghanistan says that they have borrowed as much money 
as they can borrow and they are not willing to accept loans from 
anyone else now, but only grant aid. 

For the rest of the countries, we could get you the comparable 
figures and furnish them to the committee. 

(A memorandum was subsequently submitted for the classified 
record.) 

Mr. Merrow. I want to ask another question in connection with 
that. As far as the rest of the countries are concerned, does it appeat 
that they would rather do business through the Development Loan 
Fund with us than with the Soviet Union? 

Mr. Diiuon. | think a great many of them in the area of South 
Asia, where the need is so great, are interested in getting funds that 
will help their development from whatever source so long as they are 
sure that this does not interfere with their own domestic way of life. 
I think that the Indians, for instance, have been willing to accept aid 
from the Soviet and from ourselves. One cannot say that when a 
big steel plant is built for them that they care, overly, where the 
capital comes from. 

Mr. Merrow. You said you had evaluated this in the paper that 
you have already submitted, but I would like to ask, how do you 
evaluate the Development Loan Fund as an instrument for countering 
the Soviet economic penetration that is going on? 

Mr. Dituon. Well, it is our chief instrument, Mr. Merrow, to 
counter—in fact, really our only one—to counter the Soviet offers of 
economic assistance for development. 

I think it is a good one. I think our terms stand up well against 
the Soviet terms because our loans, while they bear interest at 3.5 
percent, are repayable in local currency. Also our loans are often for 
a longer term and therefore would put less strain on the country to 
make repayments. The Soviet loans run 12 to 15 years on the 
average. 

Mr. Merrow. It would seem to me from the presentation that 
you have made this morning that if we had the proper vision of the 
world situation, according to what you have presented, we ought to 
authorize another billion dollars for this Fund and do it quickly. 

That is all, Mr. Chairman. 

Acting Chairman Morean. Mr. Zablocki. 

Mr. Zasiocki. Thank you, Mr. Chairman. 

Mr. Secretary and Mr. McIntosh, you have very adequately ex- 
plained how the Development Loan Fund will be coordinated and 
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operated and what precautions are taken in studying before approving 
the various applications. 

Mr. Secretary, in considering applications, has the Development 
Loan Committee taken into consideration whether an applicant 
country will divert any of its budget for military purposes on the 
basis of a loan received? 

In the case of India, for example, receiving the loan, does that 
permit India to divert some of its own funds for military purposes? 

Mr. Ditton. Mr. Zablocki, I do not think that is the case. The 
Indian Government has to make the final decisions and the decision 
that we think was a very firm one is that they had determined to 
spend what they considered was necessary for military purposes and 
then everything they could above and beyond that for developmental! 
purposes. 

I think if we had not given them assistance for development pur- 
poses, or if they had not received assistance from the Western Germans 
for their development program, I do not think it would have made any 
difference in their military procurement. 

It would have just meant their development for the time being would 
have gone much slower and it would have risked real trouble in India. 

Mr. Zasxocki. I ask the question again. Does the loan committee 
take into consideration, when reviewing applications, the possibility 
of an applicant country diverting any of its own budge t for military 
purposes based on favorable action on an application? 

Mr. Ditton. If you mean by that, do we make that a requirement 
for any of our loans, no, sir. We do not require that countries change 
their military program to receive a loan. 

Mr. Zasuockt. Is it logical to conclude that a recipient country 
upon receiving a loan for development is more apt to divert its own 
funds for military purposes and for armaments? 

Mr. Ditton. I see no way that it is logical to conclude that, or that 
they would have more money available for development purposes. 

We are very clear that in the case of India they would have spent 
the same amount for their military program as outlined before, and it 
is just continuing. There is no difference and I think there will be no 
difference in it. 

Mr. Zastocktr. If I have some time remaining, Mr. Chairman, I 
would like to ask Mr. McIntosh a question. 

On page 1 you advise the committee that a total of $122 million 
for development activities has been approved for 7 countries, and you 
identify $75 million for India. You further state that $20 million is 
earmarked for proposals which you expect to mature into loans. 

Is $27 million, the amount unaccounted for or not identified, for 
the six countries other than India? 

Mr. McInrosn. Our loan committee has approved loans for 
total of $67 million in addition to the $75 million for India, and has 
earmarked another $20 million for other applications, making a 
total of $67 million above the $75 million for India. 

We would prefer not to make public the details of those loans 
before we have concluded negotiations with the borrowers, but we 
would be glad to submit the list to you. 

Mr. Zasuocki. I believe it would be very helpful to the committee 
if we had that list, but you further confuse me. If the loan committee 
has approved loans for $67 million besides the $75 million for India, 
I get an entirely different total from the $122 million you reported. 
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Mr. McInrosu. No; the difference between the $75 million and 
the $122 million is $47 million, and then we have $20 million more 
so that makes a total of $67 million. 

Mr. Vorys. That is for executive session. 

(A memorandum was subsequently submitted for the classified 
record.) 

Acting Chairman Moraan. Mr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

I want to thank Mr. Dillon for his statement and his capacity to 
analyze and describe these very complicated economic matters so 
clearly that even I can understand it. I compliment Mr. McIntosh, 
after only 2% months in office, on making the remarkable progress 
he has made. 

I only hope you are not perhaps going too fast. Some of us felt 
last year when this $300 million was appropriated that we would be 
lucky if the Fund management got half of it allocated for sound proj- 
ects by the end of this fiscal year. That was part of the reason we 
insisted on it being authorized without fiscal-year limitation. 

On page 5 of your statement, Mr. Dillon, at the bottom you say: 

You may ask why, if the executive branch believed last year that long-term 
financing was needed for the fund we have not renewed the request this year. 

This is not quite clear to me. This is an exception to the lucidity 
of the rest of the statement. ’ 

As I understand the basic legislation, the $625 million, if it is 
appropriated this year by the Congress, will also, under the authoriz- 
ing legislation, be available without fiscal- -year limitation and there- 
fore would be long-term. Perhaps I do not understand your term 
“long-term financing.”’ 

Mr. Ditton. I was not referring to the fact that it would be 
available with no fiscal-year limitation which, of course, is correct, 
Mr. Judd, but what I was referring to is that in order for us to plan 
ahead for 2 and 3 years, which I think would be the very best method 
of this economic development, we have to be in a position to be sure 
that we will have funds for 2 or 3 years ahead. That is what we 
were talking about, in having assurances for longer-term financing. 

Mr. Jvpp. You mean you are not asking for authorization now for 
a third or a fourth year? 

Mr. Ditton. That is correct—not for a third or a fourth or a fifth. 

Mr. Jupp. But the money appropriated would be available over 
a long-term, so you can make the loans whenever adequate justification 
is made. 

Now, take India as your illustration. Some of the loans are to be 
given by the Export-Import Bank, some by the Development Loan 
Fund, and some by the International B: unk. Which of these loans 
being made by the three organizations is the soundest, the hardest loan, 
or are they all equally hard? Or equally soft? 

Mr. Ditton. They are all equally good from the point of view 
of development. They are all equally good projects. Our repayment 
terms in the Development Loan Fund are easier terms because we 
allow repayment in local currencies and we also have a longer teym for 
the repayment of a portion of the credit. But the projects themselves 
are all equally good. 

Mr. Jupp. Was the basis upon which you divided up the pie that 
the Fund took the loans which would require the longest time for 
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repayment and would require repayment only in local currencies, and 
therefore the loans made by the two other agencies are better loans? 

Mr. Ditton. Yes, sir. Obviously the loans that require repayment 
in dollars are better loans, but the point I was trying to make is that 
we are lending for the same projects. 

For instance, the World Bank is making hard loans, very substantial 
ones of the kind they make for the Indian railway system, and the 
biggest single item in our credit to India was for steel, which will be 
used specifically for making freight cars to run on the railroads that 
the World Bank is rehabilitating. 

However, we are giving India credit on a softer basis because the 
World Bank feels—and the Export-Import Bank feels—that the real 
limitation on India is their overall balance-of-payments problem and 
that they cannot afford to assume more than a given amount of obliga- 
tions that are repayable in dollars at a given time. That is why we 
gave them this extra advantage. 

Mr. Jupp. Whatever earnings India has in convertible currencies 
go to service first the loans of the International Bank and the Export- 
Import Bank? 

Mr. Ditton. I do not think the railroad would have any earnings in 
convertible currencies. The Government of India would make avail- 
able the convertible currencies to convert the Indian railroad’s earnings 
in rupees. 

Mr. Jupp. What is the United States Government paying now for 
loans from our people? 

Mr. Ditton. It varies from time to time, but it is something just 
over 3 percent, I think, now. 

Mr. Jupp. So that on a 3%-percent interest rate, ignoring for the 
moment repayment in local currency, we are not taking a loss since we 
borrow money at a less rate from our own people to provide the money 
to lend to others? 

Mr. Driton. No, sir. 

Mr. Jupp. Now, there is one minor question in your statement, Mr. 
McIntosh. On page 2 you say this thing might be called economic 
overhead. 

Is that the same as what we call, in other programs, economic infra- 
structure? One above and the other below? 

Mr. McInrosu. It is the same. 

Mr. Jupp. It is the fundamental foundations upon which loans for 
specific projects can be made? 

Mr. McInrosu. That is right. 

Mr. Jupp. I am sure my time is up. 

Thank you very much. 

Acting Chairman Moraan. Mrs. Kelly. 

Mrs. Keniy Thank you, Mr. Chairman. 

Mr. Secretary, in line with Mr. Zablocki’s questioning, 1 wonder 
if we could have the breakdown of the $300 million, the $122 million 
approved, the $20 million earmarked, and also I would like to add to 
that, the $85 million unfavorably acted upon? 

Mr. Driion. Certainly. 

Mrs. Ketiy. I have also requested the status of the Export- 
Import Bank loans and the World Bank loans. If we could get a 
breakdown of that through you, it might be of assistance to the 
staff. 
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Mr. Ditton. We will see if we can get that. 

(A memorandum was subsequently submitted for the classified 
record.) 

Mrs. Ketiy. On page 9, Mr. McIntosh, you state the Fund may, 
and I quote, ‘ ‘employ the services of private ‘consulting and engineering 
firms.” 

Could this include foreign firms as well as domestic firms? 

Mr. McInrosu. Yes, but they would be in general American firms. 

Mrs. Keuuy. But you can also hire foreign firms? 

Mr. McIntosu. We could although we have not considered that 
yet. 

Mrs. Ketity. Mr. Secretary, I am shocked at the East-West 
Trade Dev elopment Report, the 10th report to Congress. You 
are in charge now of the Mutual Defense Assistance Control Act, is 
that correct? 

Mr. Ditton. At the end of January, that is correct. Right after 
this report. 

Mrs. Keuuy. In the report, I quote: 

Trade between Western and Eastern Europe since 1956 increased 22 percent, 
and 6 percent over that in the first half of 1957 and it goes on to say the Latin 
American trade with the Soviet bloc has declined 27 percent, which is good. 

The United States trade with the bloc has shown a modest, but steady increase. 

Do you approve of this increased trade of the free world with the 
Communist bloc, Mr. Dillon? 

Mr. Ditton. That is a very difficult question. Particularly in the 
situation existing today, where many of the other countries in the 
world find themselves faced with a shortage of capital, they feel that 
they have to trade where they can trade —wherever they can trade —to 
help their standard of living. 

Now, this trade with the Communist bloc is, all of it, in nonstrategic 
items, that is, with the exception of a few items. This type of trade 
has never been banned, except in our case with Communist China 
where we have a total embargo, but there is no rule and never has 
been against trade by the United States with the Soviet Union in 
nonstrategic items. 

Mrs. Keutuy. The list of strategic materials decreased as of 1953, 
that which was qualitative and quantitative. So on this there are 
many items that could be strategic. Copper and many other items 
are listed in this book. 

But my worry is, to what degree are we relieving the Communist 
government from bearing the responsibility for the failure of their 
economic system? 

Mr. Ditton. Even considering the ability of the Soviet Union to 
export capital, to give economic aid to underdeveloped countries and 
on the obvious achievements they have been able to make scientifically, 
we feel nevertheless that strategic trade controls do still have an 
important effect in that they prevent the Soviet Union from getting 
advanced techniques they would not otherwise have, and that they 
are strategically very important to us. 

It is doubtful how much help general trade is to the Soviet Union 
as compared to the help it is to the countries that trade with them. 

Trade is, of course, 9 two-way street, and our allies who trade with 
the Soviet Union are getting things in return which they find neces- 
sary to their economies, and which help them to grow stronger. 
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Mrs. Ke tty. I feel, Mr. Dillon, you did not answer my question 
whether you approve of trade with the Communist bloc or disapprove 
of this increased trade. However, the Department of State press 
release that you have just had brought in, and which was not sent 
previously to the Foreign Affairs Committee, states, and I quote: 

The beginning of the Soviet economic offensive dates from about 1953 and 
corresponds roughly with the emergence of new leaders in the Kremlin after the 
death of Stalin. In the hands of the new leadership aid and trade have become 
a part of an intensive diplomatic campaign which has concentrated heavily on 
points of weakness within the free world and which has been condueted with vigor, 
imagination, flexibility, and despatch. 

The bloe economic offensive consists of three main elements: 

First, the Soviet leaders have launched a wholly new program of economic 
assistance to the less developed countries outside the Communist bloc, a program 
which has now reached sizable proportions. 

A second point you claim is that they have stimulated a rapid 
increase in trade, both exports and imports, between the bloc and 
other free countries. 

In other words, if Russia is doing that, it is in line with the new 
look, and we seem to be falling right in line with it by permitting this 
increase, and by not tightening up the Mutual Defense Assistance 
Control Act. 

Mr. Ditton. The Mutual Defense Assistance Control Act cannot in 
and of itself control the activities of our European allies in particular, 
or of other allies. The control system is a Seinen one which these 
countries have agreed on, and the Mutual Defense Assistance Control 
Act merely provides certain penalties which might be applied by the 
United States. 

If these countries performed trade that we do not think is proper 
and that is covered by the Mutual Defense Assistance Control Act the 
only penalty is the cessation of aid which, in the case of Europe, is 
primarily now only cessation of military assistance which we feel is of 
great importance to us to strengthen the situation in NATO. 

For instance, in the case of the United Kingdom if we disagreed 
with any of their trade, about all we could do would be to decide they 
should not have IRBM’s and that is totally contrary to our own 
military interest. 

Acting Chairman Morean. Mr. Fulton. 

Mr. Futron. I want to congratulate the presentation team this 
morning upon its fine statements that have been made to the Foreign 
Affairs Committee. 

I believe that the Development Loan Fund, this type of loan 
approach, is the answer to the people in this country who are taxpayers 
and who have been crying, ‘“Giveaway.’”’ This fine agency is not a 
giveaway program, but is a Development Loan Fund for the purpose 
of making good business transactions. Is that not right, Mr. Dillon? 

Mr. Ditton. That is correct. 

Mr. Futron. In your statement I liked the top paragraph of page 2 
particularly : 

Governments that are successful in meeting the challenge of growth under free 
institutions can secure the loyalty and support of their peoples for such institu- 
tions. Economie growth alone is not a sufficient condition for the development 
and maintenance of free and open societies like our own, but it is certainly a 
necessary condition. 
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I believe that is well said and is a basic premise upon which we, on 
the House Foreign Affairs Committee, place this element of foreign 
policy. 

May I comment on Mr. Melntosh’s statement? Mr. McIntosh, 
we are pleased to have you in the position of Manager of the Develop- 
ment Loan Fund. Some of us have known of your good work when 
you were United States Ambassador to Uruguay and then in the 
very responsible position as United States Ambassador to Venezuela. 
Now in this program some of us have been following you mighty 
closely and I have nothing but favorable comments to make on the 
history of the Development Loan Fund that I have seen. 

I would say to Mr. Dillon, it is very fine to have a man like Demp- 
ster McIntosh, who has a business background both in the United 
States and internationally, and who is so open to answer every con- 
gressional question as he has been with me. 

In Pennsylvania we have known Mr. McIntosh for a long time and 
we in the business and banking and legal communities have every 
confidence in his ability. 

We also like Mr. Dillon so well that we wish he would apply for a 
promotion and be the Under Secretary for Economic Affairs. If 
some of us can recommend to your boss that that position be filled 
promptly, I think you would be a very likely young man for it. 

That position has not been filled yet, has it, Mr. Dillon? 

Mr. Ditton. It has not been created yet. 

Mr. Futron. On page 7 of Mr. MclIntosh’s statement, I believe 
that his personal approach is the kind of approach we on this com- 
mittee and the American people would like to see given to every project 
that comes before the Development Loan Fund. I will quote: 

I can assure you that each proposal before the Fund is being subjected to the 
most rigorous scrutiny. We recognize that development is a long-term process 
aid that we are not required to obligate our funds by any given date. We are, 
therefore, taking the time necessary to assure that each project is technically 
sound, financially feas_ ble and economically important to a country’s growth. 

I believe that that is an excellent statement and is a very fine state- 
ment of intention for the American people. Likewise, we must 
follow the policy of encouraging private capital and enterprise under 
the program. 

You intend to follow that out, do you not, Mr. McIntosh, thoroughly 
in the future in your directing of the Development Loan Fund? 

Mr. McIntosu. We certainly do. 

Mr. Fuuron. And you have been so far closely scrutinizing the 
applications that have been made to you—— 

Mr. McInrosu. Yes, sir; we are scrutinizing each one very care- 
fully from those aspects. 

Mr. Futon. My last point then is to Mr. Dillon. 

I would disagree with the gentlewoman from New York on her 
emphasis or inference that there is any lack of care or lack of attention 
by the United States Government or any of its agencies, in relation 
to the fact that the trade of our United States allies—and the uncom- 
mitted countries—has increased with the Soviet bloc. 

As a matter of fact, is it not correct that with Russia now moving 
into this foreign economic field, with strong resources and large indus- 
trial capacity, as well as many natural resources that the European 
countries do not have, East-West trade is likely to increase further in 
the future? 
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We can only, in the United States, try to convince our allies what 
todo. I would disagree with the gentlelady from New York that we 
in Congress, by tightening the mutual security program, or the 
United States Battle Act—can, by that kind of a leverage, force a 
policy that our allies in their own economies do not agree with. Do 
you agree? 

Mr. Ditton. That is correct. I think we should clearly make the 
distinction between overall trade with the Soviet bloc which is in- 
creasing, and which is described in this report, and trade in strategic 
items which the Mutual Defense Assistance Control Act is supposed 
to control. 

The act is not supposed to control general trade. That is the trade 
which has developed and it has developed because of the increasing 
industrial power of the Soviet Union and its desire to enter into closer 
economic relations with the rest of the world. 

Acting Chairman Morean. Mr. Selden. 

Mr. Sevpen. Thank you, Mr. Chairman. 

Mr. Secretary, I am in accord with the general principle of making 
our assistance to other nations, as far as possible, available through 
loans instead of grants. 

Mr. Vorys. Would the gentleman yield? 

Mr. Se.tpen. Yes; I would be glad to yield. 

Mr. Vorys. I have talked about my own work on that. The 
gentleman speaking has worked along the same line, and got ahead of 
me for a while. I regret to say I did not stay shoulder to shoulder 
with him. 

Mr. Sevpen. Thank you, sir. 

I did disagree with some of my colleagues on the committee last 
year as to the initial length of the new program. I felt that if the 
program was good and if it worked well, subject to an annual review 
by the Congress, additional funds for the program would be forth- 
coming. 

Can long-range plans for the development loan program be made 
contingent upon Congress authorizing and appropriating funds on an 
annual basis? 

Mr. Dition. I think I can answer that this way: Of course, we 
can for ourselves, but the basis of the Deve lopment Loan Fund is 
that other countries will give us their plans for a period of years in 
advance and develop appropriate projects. Whether or not they 
will be willing to rely on an annual procedure for appropriation, 
while planning ahead themselves for 5, 6, or 7 years, is a question 
that relates to their confidence in what the final action of the Con- 
gress will be. 

Mr. Se.pEeN. Are you encountering any difficulty on that basis at 
the present time for the loans that you are now extending? 

Mr. Dituon. All these loans are being extended to projects which 
we feel are worth-while, useful projects, which will help development. 
With a few exceptions—lIndia is the outstanding one—there is not in 
these countries long-term development programs that have been 
thought out very well overall. 

Now, India has done that largely because the Indians are tech- 
nically more competent and were able to do that so there is no prob- 
lem in India. They have a development plan. 
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Mr. Sevpen. Of the $122 million in loans that have been approved 
to date, is repayment to be in local currencies on the entire amount? 

Mr. McInrosu. No, we hope and believe that we will make many 
loans repayable at least in part in dollars. 

Mr. Shem That was the point I was going to make. Since it is 
a matter of record that several billions of dollars in loans made since 
the end of World War II have been repaid in American dollars, I was 
going to ask if it is advisable to provide that most of the repayments 
under this program be made in local currency? 

Mr. Ditton. If all of our Development Loan Fund loans were repay- 
able in local currency and all of them for nonincome were producing 
projects, such as roads, the Fund would not revolve very much. 

Mr. Seven. On page 11 of your statement, Mr. Dillon, you point 
out that repayment will be made generally in local currency. I 
gathered from that statement that most of the repayments probably 
would be in local currency. Since we have been repaid in American 
dollars on many of the loans made since the end of World War II, I 
felt perhaps we were making a mistake in putting all of these loans on 
the basis of repayment in local currencies. 

Mr. McInrosu. We are trying wherever possible to make the loan 
repayable in dollars. If the country is in a position to generate dollars, 
we will demand dollars in repayment, but we do not think we should 
do that if it is apparent they will not have the dollars. We are trying 
to be realistic about it. One loan calls for entire repayment in dollars 
and another calls for partial repayment in dollars. 

Mr. Setpen. I think that information is important and should be 
made a part of the record. 

(The information requested appears below. A classified memo- 
randum was also submitted for the record on this subject.) 


Currencies of repayment on commitments of the development loan fund (as of Feb. 28, 
1958) 


Currency 
Country Value proposed for 
repayment 


Millions | 
India__-- eae P : ; $75 | Rupees. 


Mr. Farsstern. Why does any country or any individual have to 
go to the Development Loan Fund if they can afford to repay a loan 
in hard money? They have the Export-Import Bank to go to, haven’t 
they? 

Mr. Ditton. Two reasons. Cheaper interest rate and longer term. 

Mr. MclInrosu. I think another reason is, for example, that the 
Export-Import Bank only makes a loan where the procurement is 
entirely in the United States. We may have a loan application where 
some of the procurement would be abroad and then there may be 
other loan applics ations where there is not a guaranty of the local 
government. That is a loan to private enterprise. In that case it 
would not be suitable for the International Bank. 

Mr. Ditton. I think we must also bear in mind the basic thing 
that this Fund is to cooperate with the Export-Import Bank, the World 

Jank and other sources of capital. It is specifically stated in the 
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legislation that we should not make loans when other standard sources 
of capital are available. So, obviously, what we are shooting at is 
something that is over and above what is available from other sources, 
and that is the one reason why so many of them are in local currencies. 

Acting C Ralpman Moraan. Mr. Morano. 

Mr. Morano. I wish to compliment both Mr. Dillon and Mr. 
McIntosh for the very excellent statements they have made. 

I just want to refer to the high praise by Mr. Fulton of Pennsylvania, 
of Mr. McIntosh. Coming from Connecticut—and not anxious to 
intrude in Pennsylvania polities—it seems to me, judging by your 
high regard for Mr. MeIntosh, he would make a good candidate for 
Governor, presuming he is a Republican. 

Mr. Fuuron. I would be for him as he certainly is competent 
and able. 

Mr. McInrosn. Thank you for the compliment, Mr. Congressman. 

Mr. Morano. We have a protective “tariff’’ wall up in Connecticut 
on carpetbaggers. Mr. Dillon, 1 just received a letter this morning 
from the clerk of the American Board of Commissioners of Foreign 
Missions. He is Rey. Daniel Bliss, who for 22 years was the pastor 
of the Second Congregational Church in Greenwich, Connecticut. 

Among other things, he says, ‘‘We earnestly hope that through 
your good offices as a member of the House Committee on Foreign 
Affairs our Government may make available to the Government ‘of 
India during the remainder of her second five-year plan, sufficient 
loans under favorable terms to assure the continuance of India’s 
basic economic development and the improvement of the standards 
of living of her people.” 

I agree with that statement. You have said in your statement 
thet you have already made a $75 million loan to India under the 
Development Loan Fund and that there are other loans being made. 

Now, could you tell me what the total is of the current loans being 
made through the Export-Import Bank and so on? 

Mr. Ditton. The total is $225 million from the United States and 
$150 million comes from the Export-Import Bank and $75 million from 
the Development Loan Fund. Of course, there are always under 
negotiation extra loans from the World Bank and those will come 
along from time to time. 

Mr. Morano. In other words, the hope that Reverend Bliss 
expresses in this paragraph of his letter is being gradually fulfilled, 
in your opinion? 

Mr. Druton. I would say that is correct. We say it is certainly to 
our interest to see that this 5-year plan works out. 

Mr. Morano. Thank you. 

Now, the next question I wanted to ask. A former colleague of 
ours, former Congressman Dodd of Connecticut, testified before this 
committee the other day and in part of his testimony he said as 
follows—he agrees that the Fund should be incorporated, but he 
disagrees as to the personnel and the makeup of the Fund. 

He says: 

I do not agree with the composition proposed by the executive branch. I do 
not agree thet the Boord of Dire stors of the Development Loan Fund should 
include the Deputy Under Secret»ry of State for Economie Affairs as Chairman 
or the Chairman of the Export-Import Bank for the United States 
and so on. 
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He says: 

Four members appointed should be from private life and they should represent 
labor, industry, small business and the public at large. 

I would like to have your comment and your opinion, if you would 
like to amplify your position on that proposal. 

Mr. Dutton. I would be glad to express an opinion in regard to that 
particular testimony of Mr. Dodd’s with which I am familiar. 

He based his criticism on what I think was a misapprehension and a 
misunderstanding that the type of board which we propose would 
lead to redtape and bickering and difficulties in clearing loans in the 
Government. 

The fact is just the opposite. The fact that we have on the Board 
representatives of the other lending agencies, which we were required 
by the law creating the Development Loan Fund to consult, facilitate 
our operation. The way to be sure that there is no disagreement 
between our agencies, or that we are not lending funds that another 
could well lend, or that there is no competition—the way to avoid 
this redtape and to make this thing work as smoothly and as rapidly 
as possible is to have representatives of those agencies on the Board 
together meeting every week for two and three hours a week as we do. 

That way, I find that it goes very easily. 

Now, if it was set up as Mr. Dodd ‘suggested as a totally independent 
agency, still subject to the requirement that it check with these other 
agencies, it would only greatly increase the redtape and the difficulty 
of reaching conclusions. 

Mr. Morano. Would you object to perhaps an advisory com- 
mittee of some kind consisting of these public representatives be ing 
created, either by the Congress or by the executive branch of the 
Governme: 1t, to advise and consult with the Board as incorporated? 

Mr. Ditton. Not at all. 

Mr. Morano. No. One more question, Mr. Chairman, of Mr. 
McIntosh. 

You have indicated that Latin America—and I am a member of the 
Subcommittee on Latin America—has the least amount of develop- 
ment loan applications on a percentage basis. 

Can you give me a more exact figure and can you tell me whether 
those applications come from C entral America or South America? 

Mr. McInrosu. Yes. We have a total of about 30 applications 
from Latin America. The reason the percentage in dollars is small 
is that the applications from India are so large. But we do not have— 
it is true, we do not have the volume of applications from Latin 
America that we have from south Asia. 

Mr. Morano. I can understand the reason in dollars, but can you 
explain the lack of interest—no information available to them, lack 
of knowledge or what? 

Mr. McInrosu. I think the explanation is that the largest countries 
in South America have not applied and the countries which have 
applied to us are smaller countries who desperately need assistance, 
in my opinion, but their applications are relatively small in amount. 

Mr. Morano. You know that Argentina sent an economic mission 
to Moscow to negotiate an economic agreement. Now, that mission 
going there, was it in any way caused by our lack of attention to their 
problem and their needs or was it their indifference to seeking a devel- 
opment loan from this country? I would like to know. 
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Mr. McInvosu. I do not think so. We have not refused to give a 
loan to any Latin American country in the Development Loan Fund. 

Mr. Morano. Has Argentina made an application? 

Mr. MclInrosu. Argentina has not. 

Acting Chairman Morean. The gentleman’s time has expired. 

Mr. O'Hara. 

Mr. O’Hara. Mr. Chairman, I first want to remark that I know 
very little about the commercial climate of Pennsylvania and Con- 
necticut, but Illinois stands ready and willing to give the country a 
good president. 

Mr. Secretary, I intended to ask some questions along another line, 
but this now is uppermost in my mind now. On page 11 you state 
that local currencies received in repayment of Development Loan 
Fund loans provide funds for relending to borrowers and so forth. 

I am a rather trusting soul and I believe in the Development Loan 
Fund. To me its great merit has been that in its operation it would 
supply, in receipt of local currencies in repayment of loans, that which 
would constitute a revolving fund of local currencies in ‘the various 
countries for the financing of other developments and thus eventually 
would take the load off the American taxpayers. 

Now, I made that statement on the floor of the House in all sincerity 
and one of my colleagues on the committee, and of my party, and a 
young man for whom I have the greatest respect, said that I was not 
entire aly right on that. 

I would like a statement from you, Mr. Secretary, to what extent 
was | wrong? 

Mr. Driion. Well, sir, | think the story can be clearly stated this 
way: When we start and make a loan to an unde rdeveloped country 
and get repayment in local currency, that local currency is only able 
to purchase products which are manufactured in that country. It 
is a claim on the resources of that country. 

At such time as these countries are still in an underdeveloped state, 
where they need to import substantial quantities of capital goods 
from the outside to push their development program along, the local 
currencies will not be able to do that part of the job. 

As their development increases—take the case of India, when their 
steel plants begin to come into operation— their local currencies will 
be able to buy capital goods from their own factories. The currency 
will then be more and more useful for capital development, for 
economic development, because the country itself is moving along 
and has reached a state where it can develop. 

Now, I would say your statement was pretty nearly accurate in 
regard to India. I would say if you are talking about one of the 
much less developed countries, it would be a little further off. You 
would have to wait until it got to a further advance stage. 

Eventually your statement would be right. 

Mr. O’Hara. Let us take a very backward country and we make a 
development loan there. The loan is made in American dollars 
because there must be American buying power to obtain the necessary 
import supplies. The development succeeds, the enterprise becomes 
prosperous, pays back the interest on the loan and principal, but in 
local curreney. Ultimately in the revolving fund of local currency 
thus built up will there not be a self-supporting source for the finaneing 
of later developments in that country? 
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Would you say that I can say on the floor when debate comes up 
that my statement in that is absolutely accurate as you view it? 

Mr. Ditton. Looking into the long-term future, [ would say ulti- 
mately that is correct. It would not be correct. necessarily in the 
immediate future because this development process, taking a very 
undeveloped country, is a long process. It will take more than some 
10 or 15 vears where those funds would be substitutable for dollars 

Mr. O’Hara. Any statement we make, of course, must be in con- 
formity and consistency with the word “development”’; it is a Devel- 
opment Fund. 

Mr. Ditt0N. That is right. 

Mr. O’Hara. I think it was in your statement or in that of Mr. 
MelIntosh, that the Fund may also employ the services of private 
consulting and engineering firms. I think that was yours, Mr. 
MelIntosh. 

Mr. McIntosu. Yes. 

Mr. O’Hara. How much have we spent thus far in the employment 
of private consultants and engineers? 

Mr. McInrosu. We have not spent anything in employment of 
private consulting firms. We have | consultant on our staff, only 1. 

Mr. O’Hara. Here you refer to the employment of private con- 
sultants-and private engineering concerns, which without. strict 
supervision and check would open the door for extravagance or 
favoritism. It has so resulted in some other programs. 

Do I understand that you have complete authority to engage, at 
any time in your discretion or judgment, private engineers and 
consultants? 

Mr. MclInrosu. I believe we have the authority but for my part 
I feel we should use it with great, great care. 

We are not rushing out and engaging any consultants at this time. 

Mr. O’Hara. I imagined you were not, of course, but I was looking 
into the future. 

Do you make publication of the firms employed and the amounts 
paid them? 

Mr. MclInrosu. We have not yet because we have not engaged 
any, but I suppose we probably would make that information, cer- 
tainly, available to the Congress. 

Mr. O’Hara. Understand, Mr. Ambassador, this is not intended 
at all as a reflection on what you are doing, but it seems to me when 
we are writing legislation we should be careful to prevent future 
abuses by limiting as far as practical the authority to employ specialists 
outside the regular personnel. 

Mr. MclInrtosn. Well, certainly we will try to avoid anything like 
that. 

Mr. O’Hara. Thank you very much. I think I have taken my 
time. 

Acting Chairman Morean. Mrs. Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Mr. Secretary, I join in the praise for the clarity of your remarks, 
and that is extended to Mr. MeIntosh too. 

I wonder if I could take your thoughts a little further into the future 
than the point to which you were directed by Mr. O’Hara. 

I have been on the committee for 6, years and I have found that 
when a program is offered as a substitute it soon becomes an additional 
program and not a substitute. 
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For a while we talked about “trade, not aid’’ and we still have aid. 
We talked about “loans, not grants” and apparently we are going to 
have grants also for a long time. 

On page 7 in your own statement, you say that though there might 
be a multilateral loan fund set up, the need for United States dollars 
on another basis would still exist. 

Can you foresee at any time in the future when the development 
loan program will take the place of the annual grants that are made 
for aid, or will it always have to be supplemented? 

Mr. Ditton. The annual grants are required almost entirely for 
defense support—that is much the greatest use of them—for these 
countries which are maintaining military forces beyond their capacity 
normally to do so. 

I do not see any end to-that until such time as there is a change in 
the world situation and a relaxation of tensions or disarmament 
agreement or something of that nature, a cherge that would lead our 
Government to have greater confidence in the Soviet and the Chinese 
Communists than we now can, only then would it be possible to do 
away with these military forces. 

Mrs. Cuurcu. Of course, Mr. Secretary, there have been grants 
made that have not been merely in the nature of defense support; 
but I wonder if you can foresee a time when the operations aaa be 
carried out on accumulated capital, without requiring further annual 
appropriations? 

Mr. Ditton. I think that will be a long time in the future—my 
feeling is that this battle—for the underdeveloped countries, the 
uncommitted nations, has been joined with the Soviet Union. It is 
not a short-term affair and if we are going to stay on course, a certain 
amount of assistance of that nature is going to be necessary for many 
years to come. I don’t know how many. 

[ would say a country like India, which is beginning to be well 
advanced toward industrialization, might be in a position where they 
did not require such assistance in 15 years or so—that is just a guess. 
That is foreseeable, I think. With other less developed countries the 
period would be much longer. 

Mrs. Cuurcu. I wonder if there is a danger to be recognized in the 
accumulation of local currencies? Would there not be a tendency to 
make loans in that country to establish a fund for repayment so that 
it becomes a habit in one country? 

Mr. Ditton. There is a problem there which we are studying 
rather seriously. I do not know whether we will have anything to 
suggest this year, but I think we will next year, with regard to Public 
Law 480 local currencies. They so far exceed the sums that we make 
available here that they distort the whole local currency picture. 

We have asked next year for authority to make $1.5 billion in sales 
under Public Law 480, as against only $625 million required for the 
Development Loan Fund. Both give rise to local currencies which 
do not themselves add to the long-term development base of the 
country. It is quite a difficult thing, I think, and one that we have 
to look into. 

Mrs. Cuurcu. Mr. Secretary, might I respectfully suggest that 
when you go into the question of Public Law 480 funds, you also 
consider the competition which is involved between the use of such 
funds and the rest of the program which we set up. 
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Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Fountain. 

Mr. Fountain. Thank you, Mr. Chairman. 

Mr. Secretary, while this very humanitarian committee is passing 
out compliments, I too, as one of its junior members, want to com- 
mend both you and Mr. McIntosh for your very forthright, under- 
standable, thought-provoking statements in support of the Develop- 
ment Loan Fund. 

I would also like to make an observation. While making a seem- 
ingly excellent case for the Development Loan Fund and its objectives, 
in helping underdeveloped countries, you have made out, it seems to 
me, a very splendid case for the establishment of a similar fund as a 
very good objective for our domestic policy for our own people 
because conditions which you seek to alleviate are certainly prevalent 
in our Own country today. 

I just want to ask Mr. McIntosh a question. I note in outlining 
the basic criteria that a project must meet to be eligible for Fund 
financing, you say in (b) thereof, ‘“There must be a reasonable prospect 
for repayment.”’ 

I wonder if you would outline for the committee the criteria which 
you use in determining the criteria of a reasonable prospect for re- 
payment, and, along with that, tell us whether or not you take into 
account the financial obligations of these countries to other countries, 
like Russia? 

Mr. McInrosu. In the Development Loan Fund we make loans for 
projects, so we are in a position to analyze the particular project for 
which we are making a loan and we are able to determine what cur- 
rency, what profits, or resources it will produce. So we are able to 
judge pretty well, I think, wherever the prospects are good, for re- 
payment. 

We are definitely considering these as loans which are to be repaid 
and we are not making these loans in the spirit that the borrower can 
forget about them. 

I feel that every loan we are recommending to our loan committee 
is a loan for which the prospects for repayment are good. Since the 
loans are made for specific projects, we have the opportunity of judging 
what the projects will produce. 

For example, if it is for a cement factory, we not only get a financial 
statement from the factory, but we get their projects for the future, 
what their prospective earnings are. 

Of course, in the case of a loan for a noninecome-producing project 
such as a road, we have to take into consideration there the financial 
condition—the present financial condition of that country and what 
their condition can be expected to be in the next few years, and whether 
they will be able to meet the payments on the loan. 

Mr. Fountain. Then when you say “reasonable prospect for repay- 
ment,’ you are thinking in terms of the resources of the particular 
project for which you make the loan? 

Mr. McInrosu. Where it is made on a specific revenue-producing 
project, yes, that is an important consideration. 

We also take into consideration the general financial and economic 
condition of the country. 

Mr. Fountain. And those resources can in no way be committed 
to another country? 
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Mr. McInrosu. On that special project? 

Where we are making a Tien for a project such as a road, the 
expectation for repayment there is based on the general economic 
condition of the country. 

Mr. Fountain. When you make loans for projects such as roads and 
railroads, and I assume in the case of railroads they are government- 
owned railroads—do you take into account current financial obliga- 
tions of the particular country to which you are about to make a loan, 
with other countries, like Russia (since she is entering this field) with 
a view of determining the prospect of repayment? 

Mr. McInrosn. Yes; we would. Wedo. We take into considera- 
tion the financial condition of the country and what commitments 
they have to meet. Of course their commitments to Russia so far are 
very small. Although Russia has apparently negotiated loans of 
about a billion and a half dollars, I believe they have only disbursed 
a relatively small amount so the actual commitments of these countires 
for repayments to Russia are very small at this time. 

Mr. Fountain. On page 3 of your statement you say in this con- 
nection that approximately $85 million of proposals which are under 
consideration are no longer in that status, and so forth, because they 
had been acted on unfavorably by the loan committee, or because 
other institutions are seriously considering the possibility of providing 
these necessary finances, and so forth. 

Now, I wonder if you might give the committee one or more 
examples of some of those projects which you considered unfavorable 
and where you did not grant loans? 

Mr. McInrosn. I will be glad to. 

Some of the reasons why we have considered some projects un- 
favorably, first, in our opinion would be that other financing is 
available. Secondly, some projects have been too small. Very 
small in size. 

In other cases, we have considered the project nonessential- 
something that we should not be called upon to finance. 

That is, that the project would not contribute to the economy of 
the country. 

In other cases we have considered that the nature of the project 
is such that it is not suitable for our financing. 

In some cases we have considered the possible effect upon an 
existing loan to the Export-Import Bank and we have considered 
unfavorably some applications, also, because we feel they should be 
turned over to private enterprise. 

We had one application for a very large loan from a foreign govern- 
ment for an industrial enterprise and, in our opinion, private capital is 
available for that, so we told the government that we felt they should 
investigate the possibility of interesting private capital in it. 

Mr. Fountain. Thank you. 

Acting Chairman Morean. Mr. Curtis? 

Mr. Curtis. Mr. Chairman, | have a question for Mr. McIntosh. 

Mr. McIntosh, going back to your statement a moment ago that 
you would regard these loans as loans that ought to be repaid, and re- 
ferring also to your testimony on page 2 that nearly 85 percent of 
the proposals involve interprises which might be profitmaking—that 
is my interpretation of your 35 percent and then 50 perecent—manu- 
facturing, transportation, power, and so forth. 
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Now, my question is: Do we try to assure payment in any way, the 
way private business would? Any security, any agreement, as to appli- 
cation of profits from these profitmaking industries, and so forth? 

Mr. McInrosu. We do. 

We are permitted, under the powers which Congress has given us, to 
accept debentures or notes. We are not permitted to take an equity 
position and buy stock. 

The loans which we are considering for private enterprise-—— 

Mr. Curtis. I am not referring only to loans to privately-owned 
enterprise; I am referring to profit-earning enterprises. 

Mr. McInvosu. We are analyzing those projects on a businesslike 
basis and we are not recommending the loan to our loan committee 
unless we feel that the project is essential and will be well-managed and 
will produce profits. 

Mr. Curtis. To be specific, if we lend money to build a railroad, do 
we take any mortgage on it? 

Mr. Mclinrosu. The only railway loan that we have made so far, 
or have seriously considered, is the one to India where we are making 
a loan for materials with which to make railroad cars. That loan 
has been made for policy reasons and we, incidentally, regard the 
railroad as very well run and they are actually operating at a profit. 
But the credit responsibility is the general credit of the Indian 
Government. We make that loan to the Indian Government. 

Mr. Curtis. Have you authority to take measures for the protec- 
tion of repayment by way of mortgage, or allocation of profits? 

Mr. McInrosu. Yes; we have and I think we should do so, and we 
will consider taking notes or debentures, or mortgages on fixed assets. 

Mr. Curtis. Thank you, Mr. Chairman. 

Acting Chairman Morcan. Mr. Coffin. 

Mr. Corrin. Thank you, Mr. Chairman. 

Mr. Dillon, when you were with us a week ago, I asked you to be 
prepared to tell us what procedures, if any, would be followed by the 
Loan Fund in order to take into account any possible adverse impact 
which proposed loans might have on our United States industries. 

In listening to Mr. McIntosh making his statement on page 6, 
where he lists criteria, we do not find any mention of that factor. 
I wondered what your position is. 

Mr. Ditton. I think that the criteria that were being listed by 
Mr. McIntosh were those required by law, that were built into the act 

One which you mentioned was not put into the act as a criteria and 
I think it would be very difficult to put such a thought into the act 
and have it really effective without vitiating the purposes of the 
Development Loan Fund. 

I think it is a matter of judgment and we certainly do take into 
consideration the direct American interest of what might be con- 
sidered competing industries in this country. 

That does not mean that we will not finance a cement plant in some 
country, just because we have cement plants here. 

On the other hand, we would not be expected to finance a textile 
plant whose object was to export textiles in competition with our 
own, with the United States, or a plant in industries that are in that 
sort of fix. 

One of the advantages of my position on this Board is that I also 
have the overall responsibility in the Department of State for all 
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these trade programs so I and my staff are familiar with industries 
that are troubled by imports and that are having difficulties so it is 
very easy to bring a judgment—or if possible to bring a good judg- 
ment, an informed judgment to bear and that is what we do and are 
doing. 

We have not had any case so far that we thought was of that type. 

Mr. Corrin. I notice Mr. McIntosh, on page 6 of his statement, 
has criteria that a project must meet, such as: 

Financing must not be available from other free- world sources. 

Project must be economically sound. 

It must contribute to the economic growth of the country. 


Actually, as I read the statute he has overstated it because these 
are not “musts” in a sense that each factor must be complied with 
fully. 

As I read the statute under 202, the Fund is authorized to make 
loans and on such conditions as it may determine ‘‘taking into account” 
the three items that I have mentioned. 

Now, there is a slight but important difference between “taking into 
account” the availability of other free-world sources, and insisting 
that other free-world sources of capital must not be available, because 
there may be a policy reason that would compel you to go into that. 

Mr. Druton. I[ think the way we interpret that is that, if there are 
other free-world sources—particularly other American sources readily 
available, we would not, in the ordinary course, do the business. But 
the reason the law is written as it is, we assume—and I think it is 
correct—is to give you flexibility for some exceptional case where, for 
example, someone might argue that funds were available and you 
could not prove it. It is a very hard thing to prove one way or 
another. We have to use our judgment and this enables us to use our 
judgment. But I think the clear intent of the Congress as developed 
in the hearings last year was that we generally would not make loans 
when capital was available particularly from other American sources 
and also from other free-world sources such as Germany or Great 
Britain. 

Mr. Corrtn. We do have a flexibility left. 

Mr. Diiion. We have a certain flexibility. 

Mr. Corrin. You do not have a flexibility as far as reasonable 
projects of repayment or firm commitment are concerned. Those are 
mandatory requirements? 

Mr. Ditton. That is right. 

Mr. Corrtn. I was wondering with regard to our own industrial 
problems here, whether a ‘‘taking into account” provision might still 
give you flexibility to run the program as foreign policy needs would 
demand but would insure a close scrutiny of the impact on our own 
domestic economy. 

Mr. Driiuon. I think that would depend on the wording. As I 
remember last year’s hearings on this bill when the Development 
Loan Fund started before the Senate Foreign Relations Committee, 
there was some discussion of this type of thing and at that time they 
looked into the matter and did not feel they could come up with any- 
thing that was worth-while, but I would not like to answer that defi- 
nitely until we saw the particular wording. 

Mr. Corrrn. Thank you. 

Acting Chairman Morean. Mr. Farbstein? 
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Mr. Farpstein. Mr. Secretary, in answer to one of the questions 
of Mr. Coffin, you stated a condition precedent shall be, that no loans 
can be obtained from other countries. 

You left out other arms of this Government like the Export-Import 
Bank, or the International Bank. Isn’t it also a condition precedent 
or a prerequisite that prospective borrowers should not be able to 
obtain this money from these ether organizations? 

Mr. Ditton. Very much so. That comes first and foremost. 

Mr. Farsster. What I want to clarify first is Mr. MelIntosh’s 
emphasis of repayment. This is supposed to take the place of grants. 

How much emphasis should be placed upon repayment when vou 
have got so much foreign currency piled up? In other words, if vou 
are going to lend a country $1.5 billion—after the sale of $1.5 billion 
worth of Public Law 480 products to that country—are you then to 
inquire of the country that owes you several hundred million dollars 
for food, how they are going to repay the loan? 

[ would like a comment on that. 

Mr. Diuton. I can comment on that I think easily. I said earlier 
that I thought the local currency problem was complicated by the 
bigger amounts of Public Law 480 currency. 

Now the Public Law 480 currency is not owed to us. It belongs to 
the United States. We sell our agricultural surpluses and we sell 
them for cash, but the cash is in the.form of local currencies. Then 
we find that those local currencies are of use to us only for our own 
expenses in the country or only if we can take out of the country 
concerned some goods that we might want. 

Mr. Farsstein. Let me interrupt you. Take some of these newly 
developed countries. We know we will not be able to get reimburse- 
ment for many, many years. 

Mr. Ditton. You mean get the use in convertible funds? 

Mr. Farpstern. Yes. 

Mr. Ditton. That is correct but also Public Law 480 is designed 
to dispose of agricultural surpluses over and above normal disposition. 

Mr. Farsstein. I appreciate that. 

As I see it, therefore, | do not think that much emphasis on repay- 
ment in the form suggested is really within the intent of the law. 

Mr. McInrosu. Well, I think that the lender, even though with 
that philosophy, you might mean a very wealthy lender, should not 
worry about whether the borrower pays him because he already has 
enough money, but I think we should make every loan in the spirit 
that it is going to be repaid even though it is repaid in local currency. 

Mr. Farsstrern. I agree with that but even so, in the back of 
your head you must remember that this organization, | take it, is an 
arm of the State Department. 

Mr. Driuon. Yes, sir. 

Mr. Farsstern. And a lot of these loans are made for policy pur- 
poses rather than for purposes of earning any money—rather than 
for the purpose of earning interest. 

Mr. Dition. That is correct. They are not made for the sole 
purpose of making money. 

Mr. Farsstern. Now there is one other phase of it: If you can 

roject this a couple of years—not too much in the future—how 
Lae before this entire $1.5 billion will be used up? This Develop- 
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ment Loan Fund was supposed to cover an amount of $1.5 billion, 
is that right? 

Mr. Ditton. We had $300 million appropriated last year and we 
are asking for $625 million more this year. That is a total of $925 
million. 

Mr. Farsstern. And next year—— 

Mr. Ditton. I think that would come to pretty near an end at the 
end of next fiscal year and we would be asking for more funds next 
fiscal year. 

Mr. Farsstztn. How far can you project this and how much will 
be required for the Development Loan Fund, having in mind origi- 
nally that the President requested $1.5 billion? 

Mr. Ditton. The President originally requested $2 billion for a 
3-year program but he never indicated and it was never our intent it 
would be finished in 3 years. That was just what we regarded as 
necessary to get the program established on a long-term basis. 

As I said in answer to Mrs. Church’s question, I think this question 
of the underdeveloped countries is a long-term problem that will be 
with us for sometime and we have to face up to it, particularly with the 
Soviet competition which we are now facing. 

Mr. Farssrern. I just wanted to clarify some of these things in 
my mind because I can see we will not be getting any money back to 
speak of in three years and the moneys being used up, you will have 
to come back for more money. 

Mr. Dixon. Yes, sir. 

Mr. Farsstxin. Now, I have one other question and then I am 
through: Do you think, ‘at the time that you lend some money to one 
of the Iron Curtain countries, that some inquiry should be made as 
to whether or not there is an intention by this country to expend 
substantial sums of money for military hardware in the immediate 
future? 

Mr. Ditton. The Development Loan Fund is prevented by law 
from making any loans to Iron Curtain countries so that does not 
come up. 

Mr. Farsster. I will take it a step closer to home: Would you 
take neutral countries? Do you think it advisable to make any 
inquiry as to whether or not there is the intention to spend moneys 
for military goods by the country making a loan from the Fund? 

Mr. Ditton. We make our decision on all these countries taking 
into account all political factors that we feel are in the best interests 
of the United States. Sometimes it may be in the interests of the 
United States for a country to spend money for its military forces to 
improve internal security—something of that nature. 

Mr. Farssrern. You have answered those questions satisfactorily 
but what I have in mind is how to overcome a situation where a loan 
is made to a country, and the very next minute an almost similar sum 
is spent for military hardware. 

Mr. Ditton. You may have in mind—l1 have seen it in the press— 
the fact that the Polish Government was supposed to have increased 
their military expenditures for the fiscal year—for their fiscal year 
1956—in an amount somewhat similar to the Public Law 480 assistance 
or sales we made to them last year. That I think is the case. | 
think it is just a coincidence, which was largely due to inflation in 
Poland. All their budget items increased for fiscal year 1956, not just 
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their military items. The fact the figures were closely similar I do 
not think had any particular bearing, and they did not announce it 
immediately after but it came at a later time. 

Mr. Farsstern. Don’t you think, as head of the economic arm of 
the State Department, that aside from the Development Loan Fund 
moneys, situations of that type might be gone into at the time of 
sales of surplus food under Public Law 480? 

Mr. Ditton. Certainly, to every extent feasible, I would agree. 

Mr. Farsstein. Thank you. 

Acting Chairman Morean. Are there further questions? 

Mr. Zasiocki. No further questions except to request that the 
information on the six countries other than India whose applications 
for development loans were approved include whether the loans 
were public loans and/or loans to private investors. 

Mr. McInrosu. We will be glad to give vou that. 

(A memorandum was subsequently submitted for the classified 
record.) 

Acting Chairman Morean. The committee stands adjourned until 
10:30 tomorrow morning. 

(Whereupon at 1 p. m. the committee adjourned to reconvene at 
10:30 a. m., Wednesday, March 12, 1958.) 
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